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SOLVING TODAY'S
TRAFFIC PROBLEMS
IN NEW WAYS




This year marks the 50" anniversary of the Interstate Highway System, the
greatest public works project in the history of the world. Those responsible for
the law, signed by President Eisenhower in 1956, envisioned a system that would
connect all of the United States, bringing unprecedented mobility to its people.
The Interstate System today is the largest and most complex network of roads in
the world. But with growth have come problems. The current six-year federal
transportation funding bill passed in 2005 authorizes $286 billion in funding and
focuses on the most pressing challenges facing our transportation system
today-improving road safety, reducing traffic congestion and increasing the
mobility and efficiency of our highways.

Since 1969 Quixote Corporation has been delivering safety solutions for

increasingly complex traffic challenges. We are proud that today roads are

safer, traffic more efficient and motorists better informed because of our

continuing innovation.

MAKING THE WORLD A SAFER PLACE TO TRAVEL®
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PART 1
THE COMPANY

Forward Looking Statements

Various statements made within this report constitute “forward-looking statements” for purposes of
the SEC’s “safe harbor” provisions under the Private Securities Litigation Reform Act of 1995 and
Rule 3b-6 under the Securities Exchange Act of 1934, as amended. Except for historical information, any
statement that addresses expectations or projections about the future, including statements about our
strategy for growth, product development, market position, expenditures, financial results or changes in
governmental legislation, policies and conditions, is a forward-looking statement. Readers are cautioned
not to place undue reliance on these forward-looking statements. All forward-looking statements involve
risks and uncertainties, including those detailed in our public filings with the SEC, news releases and other
communications, which speak only as of the dates of those filings or communications. We do not
undertake any obligation to release publicly any revisions to these forward-looking statements to reflect
events or circumstances after the date hereof or to reflect the occurrence of unanticipated events. There
can be no assurance that actual results will not differ materially from our expectations.

Overview of the Company and Its Financial Condition

Quixote Corporation was originally incorporated under the laws of the State of Delaware in 1969 as
Energy Absorption Systems, Inc. In June 1980, Energy Absorption Systems, Inc. changed its name to
Quixote Corporation. When we use the terms “Quixote Corporation”, “the Company”, “we”, “our” or “us”
in this report, we refer to Quixote Corporation and its subsidiaries, unless otherwise provided by the

context in which the term is used.

We develop, manufacture and sell highway and transportation safety products to domestic and
international markets. During the third quarter of fiscal 2006, we expanded the number of reportable
segments from two to three segments. Our three reportable segments are: highway and transportation
safety products that “Protect and Direct” by minimizing the severity of crashes or by directing or guiding
traffic to avoid crashes; highway and transportation safety products that “Inform” motorists, state and local
highway personnel about dangerous or congested conditions or provide other useful information; and
“Intersection Control” products which provide solutions for controlling intersections. Our products are
sold primarily by a distribution network, as well as a direct sales force, to customers in the highway
construction and safety business, state and municipal departments of transportation and other
governmental transportation agencies.

Our business is directly affected by federal, state and municipal government funding for
transportation safety, highway construction and maintenance, and other infrastructure projects. A
significant part of our sales are ultimately financed by funds provided to the states by the federal
government through the federal transportation funding bill. The last six-year federal bill expired on
September 30, 2003 and was extended eleven times over almost two years. The current bill,
SAFETEA-LU, was enacted in August 2005. Until the new legislation was enacted, the transportation
safety allotment in federal and state budgets was uncertain. We believe that the prolonged uncertainty
negatively impacted the sales of our products and services in fiscal years 2004, 2005 and the early part of
2006 and, as a result, adversely affected our financial performance in those fiscal years. We believe that the
passage of SAFETEA-LU improved that situation. We believe we began to realize the benefit of the bill’s
passage in the second half of fiscal 2006 with growth in sales across all our segments.

In addition, many states suffered from budget constraints in fiscal years 2004 and 2005, given both
national and local economies. Such budget constraints adversely affected the ability of the states to fund
highway and infrastructure projects, and therefore reduced the demand for our products. Municipalities




also suffered from budget restraints that reduced transportation safety spending. Due to the improvement
in general economic conditions, we believe that state and municipal budgetary conditions improved during
fiscal 2006 and positively impacted our sales growth.

Sales and operating results were below historic levels and expectations in fiscal years 2004 and 2005.
However, operating results for our Intersection Control segment were substantially less than expected. In
fiscal year 2006, significant operating losses at our Intersection Control segment continued. In April 2006,
we approved a plan to restructure that business. The Plan reduces costs through headcount and facility
reductions, as well as through the discontinuation of non-core and low margin product lines. The Plan also
outsources non-core manufacturing activities. As part of the restructuring plan, we sold the portable
variable message sign, illuminated street lighting and tunnel lighting product lines in June 2006. We are in
the process of moving production of the remaining intersection control products to our Palmetto, Florida
and Bedford, Pennsylvania facilities. We plan to cease production and close the facilities in Santa Fe
Springs, California and Tecate, Mexico by the end of September 2006. We expect the restructuring plan
will result in profitability for the Intersection Control segment beginning in third quarter of fiscal 2007 with
annualized cost savings of approximately $5 to $6 million. However, there can be no assurance that we will
achieve that level of cost savings.

Item 1. Business

Quixote Corporation, through its subsidiaries, develops, manufactures and markets highway and
transportation safety products to protect, direct and inform motorists and highway workers in both
domestic and international markets. These products include energy-absorbing highway crash cushions,
flexible post delineators, electronic wireless measuring and sensing devices, weather information systems,
highway advisory radios, intelligent intersection control devices, video detection equipment and other
highway and transportation safety devices.

As of June 30, 2006, we employed approximately 1,000 people.

Description of Business
Our operations are comprised of three reportable segments:

e The Protect and Direct segment provides solutions for improving safety on the roads either by
minimizing the severity of crashes that occur or by preventing crashes from occurring by directing or
guiding traffic.

¢ The Inform segment provides solutions for improving traffic flow and safety on roads and runways
by providing information.

¢ The Intersection Control segment provides solutions for controlling intersections.

Our products are sold world-wide primarily by a distribution network, as well as a direct sales force, to
customers in the highway construction and safety business, state and municipal departments of
transportation and other governmental transportation agencies.

Financial information relating to industry segments appears in Note 16 of the notes to our
consolidated financial statements incorporated by reference herein.
Protect and Direct Segment

Our Protect and Direct category of products, which reduce the severity of crashes, include our
patented highway crash cushions which were first conceived and developed in 1969. These products were




developed and sold in response to the high number of fatalities and serious injuries suffered by occupants
of errant vehicles in collisions with roadside hazards, such as bridge abutments, overpass piers, overhead
sign supports, lane dividers, traffic islands and toll booths. Since 1969, various types of highway crash
cushions have been installed in front of thousands of life-threatening roadside hazards. The Federal
Highway Administration (FHWA) endorses the installation of highway crash cushions as an effective
safety program and they are mandatory on interstate roads in the U.S,

We develop, manufacture and market lines of patented highway crash cushion systems, truck-
mounted attenuators (TMA’s) and other barriers which absorb and dissipate the force of impact in
collisions between vehicles and fixed roadside objects or slow moving highway construction vehicles. The
product lines utilize the principles of momentum transfer and kinetic energy to safely decelerate errant
vehicles. Energy absorption or energy dissipation is accomplished by using different combinations of water,
aluminum, steel, urethane foam systems, cardboard, plastic structures, elastometric cylinders and sand.

We also manufacture and sell products that prevent crashes and help control the flow of traffic by
directing or guiding. These products consist of a line of flexible sign and guide post systems (delineators)
and a glare screen system. The guide posts are used to delineate a travel way, channel vehicles or mark the
location of an object. The post features an in-ground anchor system that permits inexpensive repair and
replacement. The glare screen system, made from polyethylene, is installed on top of median barriers to
eliminate the distraction of lights from oncoming vehicles.

Our products within the Protect and Direct segment also include a crashworthy barrier arm for use at
areas such as railroad crossings and tollroads and as security for access ways, driveways and parking lots. In
addition, we market a FreezeFree® anti-icing system which automatically or manually dispenses deicing
liquids in advance of ice formation on bridges, roads and overpasses.

Inform Segment

To expand our business within the highway and transportation safety industry, in 1998 we began
acquiring companies that manufacture Intelligent Transportation System (ITS) products which provide
information to improve traffic flow and safety. Products sold by the Inform segment include weather and
traffic sensing products and highway advisory radio products.

We manufacture and sell portable or permanent sensors that record traffic volume, speed, and length
classification of vehicles. These sensors also collect, analyze and store traffic, road surface conditions and
freezing point data which can be relayed on a real-time basis to a transportation department’s base
computer or control center via telephone, cellular link, fiber optic connection or a wireless link. We also
manufacture and market road/runway weather information systems. Using a tower equipped with weather
instruments and special detectors, these systems can detect freezing conditions and provide valuable
weather information to transportation departments or airports in order to dispatch salt trucks or
automatically activate anti-icing systems.

We are a leading manufacturer of highway advisory radio (HAR) systems that broadcast traffic
information using an AM radio frequency with reception up to six miles from the unit. HAR systems, in
connection with flashing lights and message signs, advise drivers to tune into a particular AM station to
hear messages about traffic, road conditions and weather. These HAR systems can be permanent or
mobile. Our Intellizone® system is designed to provide real-time information to motorists by integrating
traffic and/or weather sensors, variable message signs and computer controlled software.




Intersection Control Segment

To further expand our business within the highway and transportation safety industry, in 2003 we
began acquiring companies that manufacture Intelligent Transportation System (ITS) products which
control intersections. We began to integrate and rationalize this segment in fiscal 2005. After the
restructuring of the product lines within this segment, its products will include traffic controllers, traffic
and pedestrian signals, traffic uninterruptible power supply (UPS) systems, video detection equipment and
parking detection devices. Traffic controllers and detectors are devices that control traffic signal
operations at intersections either with pre-set timers or with detectors that enable the signals to change in
response to variations in traffic. Traffic and pedestrian signals are LED or incandescent signals for
intersection operations and pedestrian crossings which may include a numerical countdown warning before
a signal changes. UPS systems are power supply systems with battery backup that keeps a lighted
intersection operating either normally or in flash-mode during a power interruption. Video detection
systems are based on one or more cameras that allow traffic authorities to monitor or manage traffic flow
from a remote location. A toll road monitoring system is a data collection system able to count axles of
vehicles in order for the proper authorities to ensure the proper toll amount is collected.

Across all segments, we may also provide product education, selection and application assistance. In
limited cases, we perform site preparation and installation services for our products.

Marketing and Competition

Our products are sold in all 50 U.S. states and internationally. Domestically, we sell either through a
distribution network or through a direct sales force. Regional managers supervise domestic distributors
and make direct sales in areas not covered by distributors. We sell our products principally to distributors,
contractors (on behalf of state and local governments), state departments of transportation, state agencies,
local governments, municipalities, and airports. Although the federal government provides matching funds
for the purchase of certain highway safety products by state and local governmental agencies, the federal
government is usually not a direct purchaser of our domestic products. For certain products, we sell
through catalogs and inside sales personnel.

Many foreign governments are beginning to recognize the need for our products as a method of
reducing traffic congestion and fatalities. Our products are sold outside of the U.S through a network of
distributors who make sales to municipal and national governments and contractors who are responding to
bids from their respective governments. ’

We experience competition in many of our product lines. We believe that we are a leading U.S.
manufacturer of transportation safety products. Within the Protect and Direct segment, we believe that no
other company presently markets as broad a line of highway crash cushion systems designed to shield as
large a variety of fixed roadside hazards as we do. However, many of our competitors offer similar products
to those supplied by us, and a few are better capitalized than we are. We experience competition
particularly in the sand barrel, QuadGuard® crash cushion, REACT 350® crash cushion and TMA
product lines. We compete in the U.S. market for crash cushions, TMA’s and sand barrels with Trinity
Industries, Inc., (NYSE: TRN), TrafFix Devices, Inc., Barrier Systems, Inc. (a subsidiary of Lindsay
Manufacturing Company) and other smaller regional companies. A number of other companies
manufacture flexible sign and guide post systems. Within the Inform and Intersection Control segments,
we experience rigorous competition in selling certain product lines because they are generally sold through
a bidding process. These product lines include our road weather information systems (RWIS) within the
Inform segment and traffic controllers and pedestrian signals within the Intersection Control segment.
There are a few companies that compete with us in selling HAR systems within the Inform segment. In
addition, we compete with many different companies that sell sensors using different technologies,




including microwave and infra-red sensors and machine-vision (video), and each technology offers certain
advantages.

Competition may have an adverse effect on the selling prices and profit margins of certain product
lines, and depending on the product mix sold, can adversely affect our financial results. We believe that we
compete effectively through our own advanced product development, patent protection, quality and price,
and the effectiveness of our strong distribution network.

Government Policies and Funding

The domestic market for highway and transportation safety products is directly affected by federal,
state and local governmental policies. Federal transportation spending is funded through a trust based on
the sale of gasoline. Funds are allocated and highway policy is developed through a six-year federal
highway bill. A portion of our sales is ultimately financed by funds provided to the states by the federal
government. Historically, these funds have covered 75% to 90% of the cost of highway safety projects on
roads constructed or maintained with federal assistance. The last six-year federal highway bill expired on
September 30, 2003. The current bill, SAFETEA-LU, was enacted in August 2005. SAFETEA-LU, or the
“Safe, Accountable, Flexible and Efficient Transportation Equity Act-A Legacy for Users” will provide
$286.4 billion in guaranteed funding for the federal highway, transit and safety programs through 2009.
Importantly, unlike historical funding bills, it focuses on improving safety and relieving congestion as a
priority, as well as on new highway construction and resurfacing projects. Several sections of
SAFETEA-LU can provide increased funding and focus on products and systems within our Inform
segment. While the current bill does not include projects that specifically indicate our products by name
and there can be no guarantee of increased sales, we expect the market potential for applications of our
sensors, counters, audio and visual output displays and adaptive control and monitored intersections to
increase due to this legislation. However, any change in the availability of federal funds and the timing of
the release of those funds to the state and local governments can have an adverse impact on our financial
results,

Many of our products are approved as acceptable highway hardware according to procedures in the
National Cooperative Highway Research Program number 230 or 350 that provide various test levels
depending on the application. This FHWA approval makes the products eligible for federal funds for
certain highway projects. We are obligated to seek such approval for improvements or upgrades to such
devices and for any new devices.

Foreign government policies and funding vary by country for highway and transportation safety. In
many cases, additional testing of our products may be required in order to obtain certification.
Backlog

As of June 30, 2006, 2005 and 2004, we had a backlog of unfilled orders for transportation safety
devices of $24,481,000, $23,796,000 and $26,921,000, respectively. We generally fill an order for our
products within two days to 8 weeks of receipt depending on the type of product. However, some orders or
awarded contracts included in backlog may not be completed for six to nine months,

Research and Development; Patents

Many of our products have patented features and we conduct our own research, development and
testing of new products before introducing them to the marketplace. The expenditures for research and
development activities were $5,958,000, $5,391,000 and $3,605,000 for the fiscal years 2006, 2005 and 2004,
respectively. We maintain a crash test facility in California for Protect and Direct products.




We develop new products by working with customers as well as federal, state and local highway
officials to determine transportation safety needs, and then we design products to satisfy those needs. We
are also active in promoting cooperation among state highway agencies, contractors and engineers to
encourage comprehensive repair and maintenance of roadside crash attenuating systems. In addition to
developing new products, we are also seeking to acquire new products which can be sold through our
existing distribution networks to our existing customers.

We own a number of U.S. and foreign patents covering our major products. We actively seek patent
and trademark protection for new developments.

Raw Materials

The principal raw materials used in the production of highway safety devices are plastic and plastic
resins, steel, aluminum and electronic components. These raw materials are purchased from various
suppliers and have been readily available throughout the last year. We believe that adequate supplies of
these materials will continue to be available.

In fiscal 2006 and 2005 we were affected by increased prices for certain commodities, particularly
aluminum, steel and resin, which can be a significant component of the cost of certain of our products. We
attempt to reduce the negative impact of increasing prices by entering into certain fixed price
arrangements and by passing along price increases to our customers. However, increased commodity prices
have negatively impacted our gross margin for certain products. In addition, increasing fuel and freight
costs adversely affected our results in fiscal 2006. These trends of increasing material, fuel and freight costs
may continue into fiscal 2007.

Major Customers

No single customer represents a significant portion of our total revenues. However, approximately
11% and 9% of our consolidated revenues resulted from sales to customers in the states of California and
Texas, respectively, in fiscal 2006. Our customers are typically distributors, contractors, departments of
transportation, state agencies, local governments or municipalities and, therefore, a change in policy in
state spending could materially affect our sales in that state.

Seasonality
Our sales are historically seasonal because domestic highway maintenance and construction seasons
typically peak in our fourth fiscal quarter.

Foreign and Domestic Operations and Revenues

Our business is conducted principally in the United States, with sales outside of the United States as
follows: $21,821,000, $19,111,000 and $14,249,000 in 2006, 2005 and 2004 respectively.

Excluding our manufacturing facility in Tecate, Mexico (See Properties at Item 2), our assets outside
of the United States are not material. Our long-lived assets used in the leased Tecate facility are recorded
on our books and records at less than $50,000.

Available Information

We file annual reports on Form 10-K, quarterly reports on Form 10-Q, current reports on Form 8-K,
special reports, proxy and information statements, and amendments to those reports, with the Securities
and Exchange Commission (SEC). The public may read and copy any materials filed by the Company with




the SEC at the SEC’s Public Reference Room at 100 F., Street, N.E., Washington D. C. Information about
the operation of the SEC Public Reference Room may be obtained by calling the SEC at 1-800-SEC-0330.
The SEC maintains an internet website at http:/Awww.sec.gov that contains access to filings of issuers that
file electronically with the SEC. We also maintain an internet website at http://www.quixotecorp.com that
contains access to our public filings and other information regarding the Company. We make our public
filings available as soon as reasonably practicable after such material is filed, or furnished, to the SEC. A
copy of our filings will also be furnished free of charge upon request.

Item 1A. Risk Factors

There are many factors that pose material risks to our business, operating results and financial
condition which are frequently beyond our control. These factors include, but are not limited to, the
following:

A decrease or delay in federal government funding of transportation safety and highway construction and
maintenance may cause our revenues and profits to decrease.

We depend substantially on federal, state and municipal funding for transportation safety, highway
construction and maintenance and other related infrastructure projects. Any decrease or delay in
government funding for transportation safety, highway construction and maintenance and other related
infrastructure projects could cause our revenues and profits to decrease.

Federal government funding for infrastructure projects is usually accomplished through highway
authorization bills, which establish funding over a multi-year period. The most recent highway
authorization bill, SAFETEA-LU, became law in August 2005, after the prior law which authorized federal
spending through September 30, 2003 was extended at then current funding levels eleven times over almost
two years. Until the new law was passed, the transportation safety allotment in federal and state budgets
was uncertain, and we believe this uncertainty negatively impacted spending on the products and services
offered by the Company. The delayed passage of the new highway funding bill adversely affected our
financial performance in fiscal year 2004 and fiscal year 2005. Given the long sales cycle typical in our
business, we did not begin to realize the benefit of SAFETEA-LU’s passage until late fiscal 2006.

Even after federal legislation is enacted, funding appropriations may be revised in future
congressional sessions, and federal funding for infrastructure projects may be reduced in the future. In
addition, Congress could pass legislation in future sessions which would divert highway funds for other
national purposes or would restrict funding for infrastructure projects unless states comply with certain
federal policies.

Constraints on state and local government budgets may adversely affect our financial performance.

Many states reduced spending on highways due to budget constraints given the national and local
economies. Such budgetary constraints adversely affect the ability of states to fund transportation, highway
and infrastructure projects, and therefore reduce the demand for our products. Municipalities also suffer
from budget constraints that can reduce transportation safety spending. We believe that reduced state and
municipal spending due to budget restraints adversely affected our performance in fiscal year 2004 and
fiscal year 2005.

Downturns in the U.S. economy or the transportation safety and highway construction industries may
adversely affect our revenues and operating results.

General economic downturns, including downturns in the transportation safety and highway
construction industries, could result in a material decrease in our revenues and operating results. We
believe that the economic downturn and the related political uncertainty during fiscal years 2002 through




2005 negatively affected our expected revenue growth. Sales of our products are sensitive to foreign,
domestic and regional economies in general, and in particular, changes in government infrastructure
spending. Many of our costs are fixed and cannot be quickly reduced in response to decreased demand.

Sales of our products often are subject to government testing, inspection and approval.

We frequently supply products and services pursuant to agreements with general contractors that have
entered into contracts with federal, state or municipal government agencies. In some cases we enter into
contracts directly with government agencies. At times these contracts require engineered systems which
combine our Inform and Intersection Control products, sometimes in conjunction with our Protect and
Direct products, into complex systems which may themselves be incorporated into other systems. The
successful completion of our obligations under these contracts is often subject to satisfactory testing,
inspection and approval of such products and services by a representative of the contracting agency.
Although we endeavor to satisfy the requirements of each of these contracts to which we are a party, no
assurance can be given that the necessary approval of our products and services will be granted on a timely
basis or at all, and that we will receive any payments due to us. In some cases, we may be dependent on
others to complete these projects which may also delay payments to us. Any failure to obtain these
approvals and payments may have a material adverse effect on our business and future financial
performance.

Past and future acquisitions involve risks that could adversely affect our future financial results.

We have completed seven acquisitions since 1997 and may acquire additional businesses in the future.
We may be unable to achieve the benefits expected to be realized from our acquisitions. In addition, we
may incur additional costs and our management’s attention may be diverted because of unforeseen
expenses, difficulties, complications, delays and other risks inherent in acquiring businesses, including the
following:

o we may have difficulty integrating the acquired businesses as planned, which may include
integration of systems of internal controls over financial reporting and other financial and
administrative functions;

e acquisitions may divert management’s attention from our existing operations;

o we may have difficulty in competing successfully for available acquisition candidates, completing
future acquisitions or accurately estimating the financial effect of any businesses we acquire;

e we may have delays in realizing the benefits of our strategies for an acquired business;

 we may not be able to retain key employees necessary to continue the operations of an acquired
business;

e acquisition costs may be met with cash or debt, increasing the risk that we will be unable to satisfy
current financial obligations;

e we may acquire businesses that are less profitable or have lower profit margins than our historical
profit margins; and

e acquired companies may have unknown liabilities that could require us to spend significant amounts
of additional capital.

In May and December, 2003, we made two acquisitions in the Intersection Control segment.
Integration of these businesses, combined with reduced demand for our products adversely affected our
financial performance in fiscal 2004, 2005 and 2006. Given substandard performance of our Intersection




Control segment, we recorded asset impairment charges in that segment of $22,735,000 for the year ended
June 30, 2004 and $13,374,000 for the year ended June 30, 2006. Confronted with the continued
underperformance of the Intersection Control business, on April 25, 2006, our Board of Directors
approved a restructuring plan for our Intersection Control business that includes further rationalizing of
operations and divesting certain non-core product lines.

Management’s estimates and assumptions affect reported amounts of expenses.

Goodwill and other indefinite-lived intangible assets are tested for impairment at least annually, and
the results of such testing may adversely affect our financial results. We use a third party appraisal firm to
assist our determination of fair values, but the impairment review is highly judgmental and involves the use
of significant estimates and assumptions. These estimates and assumptions have a significant impact on the
amount of any impairment charge recorded, and actual results may differ significantly from the estimates
and assumptions used.

We recognize deferred tax assets and liabilities for the expected future tax consequences of events
which are included in the financial statements or tax returns. In assessing the realizability of the deferred
tax assets, management makes certain assumptions about whether the deferred tax assets will be realized.
We expect the deferred tax assets currently recorded to be fully realizable, however there can be no
assurance that an increased valuation allowance would not need to be recorded in the future.

Our business could be adversely affected by reduced levels of cash, whether from operations or from bank
borrowings.

Our principal sources of funds have historically been cash flows from operations and borrowings from
banks. Our financial performance in fiscal year 2004 adversely affected our cash flow from operations and
required us to modify our bank credit agreement in order to avoid the occurrence of events of defaults
relating to certain covenants and financial ratios. Amendments to the credit agreement in fiscal 2005
required us to modify certain covenants, pledge our assets as collateral, reduce the maximum amount of
availability under the revolving credit facility to $38 million, and limit our dividend payments.

Although we are currently in compliance with the covenants of the credit agreement, our ability to
remain in compliance in the future will depend on our future performance and may be affected by events
beyond our control. There can be no assurance that we will generate sufficient earnings and cash flow to
remain in compliance with the credit agreement, or that we will be able to obtain future amendments to
the credit agreement to avoid a default. In the event of a default, there can be no assurance that we could
negotiate a new credit agreement or that we could obtain a new credit agreement with satisfactory terms
and conditions within a reasonable time period.

If we are unable to protect our proprietary technology from infringement or if our technology infringes
technology owned by others, then the demand for our products may decrease or we may be forced to
modify our products which could increase our costs.

We hold numerous patents covering technology and applications related to many of our products and
systems, and numerous trademarks and trade names registered with the U.S. Patent and Trademark Office
and in foreign countries. Our existing or future patents or trademarks may not adequately protect us
against infringements, and pending patent or trademark applications may not result in issued patents or
trademarks. Our patents, registered trademarks and patent applications may not be upheld if challenged,
and competitors may develop similar or superior methods or products outside the protection of our
patents. This could increase competition for our products and materially decrease our revenues. If our
products are deemed to infringe upon the patents or proprietary rights of others, we could be required to
modify the design of our products, change the name of our products or obtain a license for the use of some
of the technologies used in our products. We may be unable to do any of the foregoing in a timely manner,
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upon acceptable terms and conditions, or at all, and the failure to do so could cause us to incur additional
costs or lose expected revenue.

Our success depends on our management and other employees.

The single largest factor in our ability to profitably execute our work is our ability to attract, develop
and maintain qualified personnel. Our success in attracting qualified people is dependent on the resources
available in individual geographic areas and the impact on the labor supply due to general economic
conditions as well as our ability to provide a competitive compensation package and work environment.
Leslie J. Jezuit, our Chairman and President, and Daniel P. Gorey, our Chief Financial Officer, are of
significant importance to our business and operations and neither has an employment agreement with us.
The loss of their services may adversely affect our business. In addition, our ability to attract and retain
qualified engineers, skilled manufacturing and marketing personnel and other professionals, either
through direct hiring or acquisition of other businesses employing such professionals, will also be an
important factor in determining our future success.

Difficulties in managing and expanding in international markets could affect future growth in these
markets.

In fiscal year 2006, international sales represented approximately $21,821,000 or 14%, of our total
sales and we believe international markets could be an important source of growth. We plan to continue to
increase our presence in these markets. In connection with any increase in international sales efforts, we
need to hire, train and retain qualified personnel in countries where language, cultural or regulatory
barriers may exist. Moreover, funding and government requirements vary by country with respect to
transportation safety. In a number of countries there are no governmental requirements or funding for
transportation safety and we must educate officials and demonstrate the need for and benefits of our
products. In addition, international revenues are subject to the following risks:

e fluctuating currency exchange rates could reduce the demand for or profitability of foreign sales by
affecting the pricing of our products;

e the burden of complying with a wide variety of foreign laws and regulations, including the
requirements for additional testing of our products;

« dependence on foreign sales agents;

e political and economic instability of foreign governments; and

o the imposition of protective legislation such as import or export barriers.
We depend on principal customers.

We depend on principal customers, however no single customer of Quixote represents a significant
portion of total revenues. However, in fiscal 2006, approximately 11% and 9% of our consolidated
revenues resulted from sales to customers in the States of California and Texas, respectively. Customers
may consist of distributors, contractors, departments of transportation, state agencies, local governments
or municipalities. A change in policy in state spending could materially affect our sales in either state. The
loss of, or a significant reduction in, orders from these or our other major customers could have a material
adverse effect on our financial condition and results of operations.

We are in a competitive marketplace.

To the extent one or more of our current or future competitors introduce products that better address
customer requirements, or are less expensive than our products, our business could be adversely affected
and we may be unable to maintain our leadership position in certain products. Competition may adversely
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affect the selling prices and the profit margins on our products. We may not be successful in developing
and marketing our existing products or new products or incorporating new technology on a timely basis or
at a reduced cost. If we are unable to timely develop and introduce new products, or enhance existing
products, or reduce costs, in response to changing market conditions or customer requirements or
demands, our business and results of operations could be materially and adversely affected.

We have acquired complementary businesses over the past several years and, as a part of our strategy,
may continue to acquire complementary businesses. The gross profit margins of certain acquired product
lines are lower than our historical gross profit margin, which adversely affects our gross profit margin.
Given competitive conditions, we may be unable to improve our gross profit margins for these businesses
and products.

We have been affected by increased prices for certain commodities, particularly aluminum, steel and
resin, which are a significant component of the cost of certain of our products. Such price increases
negatively impact our gross margin for certain products, because we have been unable to pass along to our
customers these cost increases. Increasing fuel and freight costs adversely affected our performance in
fiscal 2006. We expect these trends may continue into fiscal 2007.

Our facilities or facilities of our customers and suppliers could be susceptible to natural disasters.

Two of our major facilities are located in the Southeastern U.S. Should a natural disaster such as a
hurricane, tornado, earthquake or flood severely damage one of our major manufacturing facilities, or
damage a major facility of one or more of our significant customers or suppliers, our business could be
materially disrupted.

Our insurance coverage could be inadequate.

In accordance with risk management practices, we continually re-evaluate risks, their potential costs
and the cost of minimizing them. To reduce our exposure to material risks, we purchase insurance in
certain circumstances. We believe that we maintain adequate insurance coverage, however, certain risks
are inherent in our business and our insurance may not be adequate to cover potential claims. Although we
maintain liability insurance, we cannot assure that the coverage limits under these insurance programs will
be adequate to protect us against future claims, or that we can and will maintain this insurance on
acceptable terms in the future.

Our quarterly operating results are likely to fluctuate, which may affect our stock price.

Our quarterly revenues, expenses, operating results and gross profit margins vary significantly from
quarter to quarter. As a result, our operating results may fall below the expectations of securities analysts
and investors in some quarters, which could result in a decrease in the market price of our common stock,
The reasons our quarterly results may fluctuate include;

* seasonality inherent in our transportation safety and highway construction and maintenance
business;

* variations in profit margins attributable to product mix;

* changes in the general competitive and economic conditions;

delays in, or uneven timing in the delivery of, customer orders;

the introduction of new products by us or our competitors; and

delays in federal highway funding and budgetary restraints on state and local government spending,
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Period to period comparisons of such items should not be relied on as indications of future
performance.

We may experience volatility in our stock price.

The market price of our common stock may be subject to significant fluctuations in response to
various factors, including:

o the relatively small public float of our stock;

e quarterly fluctuations in our operating results, as described in the prior risk factor;

e changes in securities analysts’ estimates of our future earnings; and

e loss of significant customers or significant business developments relating to us or our competitors.

Our failure to meet analysts’ expectations, even if minor, could cause the market price of our common
stock to decline. In addition, stock markets have generally experienced a high level of price and volume
volatility, and the market prices of equity securities of many companies have experienced wide price
fluctuations not necessarily related to the operating performance of such companies. These broad market
fluctuations may adversely affect our common stock’s market price. In the past, securities class action
lawsuits frequently have been instituted against companies following periods of volatility in the market
price of such companies’ securities. If any such litigation is instigated against us, it could result in
substantial costs and a diversion of management’s attention and resources, which could have a material
adverse effect on our business, results of operations and financial condition.

Acts of war could adversely impact our business and operating results.

Acts of war (wherever located around the world) may cause damage or disruption to our employees,
facilities, suppliers, distributors or customers, which could significantly impact our sales, COSts, eXpenses
and financial condition. The potential for acts of war or hostility may create many economic and political
uncertainties, which could adversely affect our business and results of operations in ways that cannot
presently be predicted. We are uninsured for losses and interruption caused by acts of war.

The foregoing list is not exhaustive. There can be no assurance that we have correctly identified and
evaluated all factors affecting our business. Additional risks and uncertainties not presently known to us or
that we currently believe to be immaterial also may adversely impact us. Should any risks and uncertainties
develop into actual events, these developments could have material adverse effects on our business,
financial condition and results of operations. For these reasons, the reader is cautioned not to place undue
reliance on our forward-looking statements.

Item 1B. Unresolved Staff Comments

None.
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Item 2.  Properties

Information relating to our principal facilities is as follows:

Owned or

Location Available Space Purpose Leased
35 East Wacker Drive .. .......... 18,000 sq. ft. Executive Offices Leased
Chicago, Illinois
250 Bamberg Drive .............. 300,000 sq. ft. Manufacture of Protect and Owned
Pell City, Alabama Direct highway safety devices
3617 Cincinnati Avenue ... ........ 22,000 sq. ft. Research and development Owned
Rocklin, California facility for Protect and Direct

highway safety devices
3300 N. Kenmore Street . ......... 81,000 sq. ft. Leased to a third party Owned
South Bend, Indiana
9603 John Street................. 183,000 sq. ft. Sale and manufacture of Leased
Santa Fe Springs, CA(1) Intersection Control products
Eucaliptoy Nogal 1L4-7........... 68,000 sq. ft. Manufacture of Intersection Leased
Tecate, Baja California Mexico(1) Control products
2511 Corporate Way ............. 52,000 sq. ft. Sale and manufacture of Leased
Palmetto, FL Intersection Control products
4021 Stirrup Creek Drive ......... 13,000 sq. ft. Sale and manufacture of Inform  Leased
Durham, North Carolina highway advisory radio

equipment
Route 119 University Drive . ... . . .. 26,000 sq. ft. Sale and manufacture of Inform  Owned
Uniontown, Pennsylvania traffic sensing and distance

measuring devices
11612 Lilburn Park Road ... ..... .. 17,000 sq. ft. Sale and manufacture of Inform  Leased
St. Louis, Missouri sensing and weather forecasting

products
141 Railroad Street .............. 16,000 sq. ft, Manufacture of Intersection Leased
Bedford, Pennsylvania Control products

We believe that our principal plants are suitable and adequate for the manufacturing and other
activities performed at those plants. In addition to the principal facilities listed above, we have other small
facilities, including international locations, used primarily for sales activities.

(1) Inaccordance with our restructuring plan of the Intersection Control segment adopted in April 2006,
we are vacating these facilities and attempting to sublet them.

Item3.  Legal Proceedings

On May 30, 2006, we and our subsidiary, U.S. Traffic Corporation (“UST”), settled all outstanding
litigation with Myers America, Inc., Myers Power Products, Inc., Myers/Nuart Electrical Products, Inc.,
Raymond International W. L. L., Raymond Overseas Holding, Limited and Basil Vasilou. The parties
were involved in two cases in the Circuit Court of Cook County, Illinois: Myers America, Inc., flkja U.S.




Traffic Corporation vs. U.S. Traffic Corporation, flkla Green Light Acquisition Company, No. 05 Ch 16573
and U.S. Traffic Corporation flkja Green Light Acquisition Company vs. Myers America, Inc., flk/a U.S.
Traffic Corporation, et al., No. 05 L 010719.

To settle the cases, Myers America, Inc. and its affiliates paid us $3 million in cash, and the parties
agreed to waive various claims against each other and to modify or terminate certain agreements. In
particular, the parties waived claims arising from the payment terms, covenants and representations and
warranties in the agreements that were the basis of our purchase of the intersection control business from
Myers America, Inc. in May 2003. The OEM Supply Agreement between UST and Myers Power
Products, Inc. dated May 16, 2003 was terminated except for an abbreviated non-compete covenant and
the obligations to supply and pay for products currently subject to outstanding purchase orders. The Asset
Purchase Agreement dated May 16, 2003 between the parties and certain stockholder non-competition
agreements were terminated except for an abbreviated non-competition covenant. Pursuant to the
amended agreements, Myers America, Inc. and affiliates will refrain from selling uninterruptible power
supply products for use in intersection control to the Cities of New York and Chicago until May 2008. We
re-affirmed the $5 million Subordinated Promissory Note of UST dated May 16, 2003 to Myers
America, Inc. and Myers/NuArt Electrical Products, Inc. Our Guaranty dated May 16, 2003 of UST’s
obligations was amended to limit its scope to the Promissory Note. We also guaranteed payments due
Myers America, Inc. and its affiliates pursuant to outstanding purchase orders and the lease of the Tecate,
Mexico facility.

We are involved in several pending judicial proceedings for product liability and other damages
arising out of the normal conduct of our business. While the outcome of litigation is subject to
uncertainties, we believe, after consultation with counsel, that the outcome of these proceedings, based on
current available information and after taking into account the availability and limits of our insurance
coverage, will not have a material effect on our consolidated financial condition and results of operations.

Item4. Submission of Matters to a Vote of Security Holders

There were no matters submitted to a vote of security holders during the fourth quarter of fiscal 2006.
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PART II

Item 5.  Market for the Registrant’s Common Equity, Related Stockholder Matters and Issuer
Purchase of Equity Securities

Our common stock is traded on the Nasdaq Global Market, under the symbol QUIX. Set forth are the

daily high and low sales prices for our common stock for the periods indicated, as reported by the
NASDAQ.

Three Months Ending
9/30 12/31 3/31 6/30

FISCAL 2006:

High. ... ... ... ... $25.55 $21.88 $24.75 $24.75
Low ..o 19.29 19.13 19.64 17.82
FISCAL 2005:

High.. ... ... ... .. . $23.35 $2245 $21.93 $22.49
Low ..o 17.80 17.28 17.30 18.26

The current quoted price of the stock is listed daily in The Wall Street Journal in the N asdaq Issues
section. As of September 6, 2006, there were 1,018 shareholders of record

Dividend Policy

During 2006, we declared semi-annual cash dividends of eighteen cents per share and nineteen cents
per share. During 2005, we declared two semi-annual cash dividends of eighteen cents per share.

Equity Compensation Plan Information

As of June 30, 2006, we have two outstanding stock option plans which were approved by our
shareholders in November 2001. Additional information relating to our stock option plans appears in Note
8 to our consolidated financial statements included herein.

The following table details information regarding our equity compensation plans as of June 30, 2006:

(@ b)

c
Number of securities

Number of securities Weighted-average remaining for future
to be issued upon exercise exercise price of issuance under equity
of outstanding options, outstanding options, plans (excluding securities
Plan Category warrants and rights warrants and rights reflected in column (a))
Equity compensation plans
approved by security holders . . . 944,902 $18.98 682,454
Equity compensation plans not
approved by security holders . . . -0- -0- -0-
944,902 $18.98 682,454
Treasury Stock

We did not repurchase any of our common shares during the fourth quarter of fiscal 2006.




Item 6. Selected Financial Data

For the years ended June 30,
2006 2005 2004 2003 2002
Dollar amounts in thousands, except share data

Operating Results:
Netsales. . vvevereinnnennneevnnes $ 161,134 $ 146353 § 150,290 $ 114310 § 89,694
Gross profit ......ocovevneiiinon. 48,039 46,489 47,303 46,240 35,932
Selling and administrative expenses. . . 37,681 40,057 36,700 28,730 23,975
Research and development expenses. . 5,958 5,391 3,605 2,356 2,468
Operating profit (loss) .............. (10,928)(1) 2,167 (25,602)(2) 15,154 9,489
Other income (expense) ............ (4,646) (3,264) (2,326) (802) (276)
Earnings (loss) from continuing

OPETALiONS .. vvvvvnnercnaneens (10,102)(3) (650) (17,027)(4) 9,472 5,897
Net earnings (10ss) ..............onn (10,102)(3) (650) (17,027)(4) 9,472 6,824
Cash dividends per common share. . .. 37 36 34 33 32
Per Share Data:
Basic EPS:
Earnings (loss) from continuing

OPETALIONS ... vvvevernerennennens $  (114(5)$S  (007) §  (1.99(6)$ 121§ 77
Net earnings (1088) . .....oovvnvnnns $  11HG)s  (007) $§ (19968 121§ .89
Weighted average common
shares outstanding ................. 8,850,884 8,800,421 8,567,741 7,847,169 7,682,706
Diluted EPS:
Earnings (loss) from continuing

OPETAtiONS .. .vveeernnenee $ (LGS (007§ (1996 % 117 $ 73
Net earnings (1088) . ....ovvevevenen. $ (LGS (007§ (1.99)6) % 117 $ 84

Weighted average common and
common equivalent shares

outstanding ......... ..o 8,850,884 8,800,421 8,567,741 8,062,397 8,121,621
Financial Position:
Total @SSELS «.vvvvvvvereanmenneeens $ 125,203 $ 136,790 $ 139,882 $ 150,825 § 100,044
Working capital. . ...t 43,781 42933 39,973 36,089 30,923
Property, plant and equipment, net. .. 19,535 25,008 27,512 26,237 21,959
Long-term debt, net of current

POTLON .. vvvvteieeaeeeeen 51,122 49,587 47,014 39,789 24,772
Shareholders’ equity................ 48,946 61,846 63,907 75,555 59,226
Book value per common share ....... 5.50 6.96 7.30 9.10 7.62

(1) Includes non-cash asset impairment charges of $13,374.
(2) Includes non-cash asset impairment charges of $32,600.
(3) Includes non-cash asset impairment charges of $8,723, net of income tax benefits.

(4) Includes non-cash asset impairment charges of $21,266, net of income tax benefits, and an income tax
benefit of $1,249 related to the favorable settlement of a tax audit.

(5) Includes non-cash asset impairment charges of $0.98 per diluted share.

(6) Includes non-cash asset impairment charges of $2.48 per diluted share and $0.14 per diluted share related
to the favorable settlement of a tax audit.

18




Item7. Management’s Discussion and Analysis of Financial Condition and Results of Operations
OVERVIEW

Quixote Corporation (the Company, we, our or us) and its subsidiaries develop, manufacture and
market highway and transportation safety products to protect, direct and inform motorists, pedestrians and
road workers in both domestic and international markets. Our operations are comprised of three
reportable segments within the highway and transportation safety industry, concentrating on safety
problems and designing products to provide transportation safety solutions. During the third quarter of
fiscal 2006 we expanded the number of reportable segments from two to three segments. Our three
reportable segments are: the manufacture and sale of highway and transportation safety products which
Protect and Direct, the manufacture and sale of products and services which Inform, and the manufacture
and sale of products which are used for Intersection Control. The Protect and Direct segment provides
solutions for improving safety on the roads either by minimizing the severity of crashes that occur or by
preventing crashes from occurring by directing or guiding traffic. The primary product lines within the
Protect and Direct segment include energy-absorbing products such as crash cushions, truck-mounted
attenuators, sand-filled barrels and water-filled barriers, and directing and guiding products such as flexible
post delineators and glare screen systems. The Inform segment provides solutions for improving traffic
flow and safety on roads and runways by providing information. The primary product lines within the
Inform segment include advanced sensing products which measure distance, count and classify vehicles;
weather sensing systems; computerized highway advisory radio transmitting systems; and other
transportation equipment. The Intersection Control segment provides solutions for controlling
intersections, including intelligent intersection traffic control systems, pedestrian signals, video detection
equipment and other transportation equipment.

Our products are sold by both a direct sales force and a distribution network to customers in the
highway construction and safety business, state departments of transportation, county and local
governments and other governmental transportation agencies. The domestic market for highway and
transportation safety products is directly affected by federal, state and local governmental policies and
budgets. A portion of our sales is ultimately financed by funds provided to the states by the federal
government. Historically, these funds have covered 75% to 90% of the cost of highway safety projects on
roads constructed or maintained with federal assistance. Seasonality affects our business with generally a
higher level of sales in our fourth fiscal quarter.

RESULTS OF OPERATIONS
Summary

Our financial results for fiscal 2006 were below our expectations. We began to see improved growth
prospects after the new federal highway spending bill (SAFETEA-LU) was signed in August 2005 in two of
our three segments. The last six-year federal bill expired on September 30, 2003 and was extended eleven
times over almost two years. However, the performance of our Intersection Control segment continued to
be substandard.

During fiscal 2006, sales increased over last year and we are seeing increased order activity in most
areas of our business. We believe the increase in sales and order activity reflects the early signs of
improvements in our industry now that a highway bill is in place. We were encouraged to see sales growth
of 14% in our Inform segment and 10% in our Protect and Direct segment, as well as increased
profitability, during the fiscal year. Although sales for the Intersection Control segment, which is
comprised of the operations of Peek Traffic Corporation (Peek Traffic) and U.S. Traffic Corporation
(UST), increased from the prior year, operating results in that segment continued to be substandard and in
April 2006, we approved a plan to restructure that business. In accordance with the restructuring plan, we




are in the process of discontinuing certain low-margin and non-core product lines. As part of the
restructuring plan, we sold the portable variable message sign, illuminated street lighting and tunnel
lighting product lines in June 2006. We are in the process of closing two facilities, moving the remaining
intersection control products to our Palmetto, Florida and Bedford, Pennsylvania facilities and also
outsourcing non-core manufacturing activities. In addition, as a result of the continued poor performance
of this segment, we recorded non-cash asset impairment charges of $13,374,000. See Notes 6 and 17 to the
Consolidated Financial Statements and FUTURE OUTLOOK for further information.

The following table sets forth selected key operating statistics relating to the Company’s financial
results:

For the Years Ended
June 30
2006 2005 2004
(Dollar amounts in thousands,
except per share data)

Revenues by Segment:

Protect and DiIrect . ... cvveenee et $ 80,806 $ 73,575 $ 73,282
| £3T203 & ¢ + DUARTITOT S 24,134 21,163 21,188
Intersection Control . ....vvr et iriieeeennrienanns 56,194 51,615 55,820

$161,134  $146,353  $150,290

Geographic Revenues:
DDOMIESHIC « « e o v v eeevee v et eananneansoneeaaansns $139,313  $127,242  $136,041
International. . v oo vie i e e 21,821 19,111 14,249
$161,134  $146,353  $150,290

Operating Income (Loss) by Segment:

Protect and DIIeCt . . vt $ 15,539 $ 14,859 $ 15,904
170035 ¢+ TP L 3,403 1,151 (7,926)(1)
Intersection Control ... ..ovuvi v (22,360)(2)  (5,723) (25,687)(3)
Unallocated COTpOrate . .. ..oovvneneneeeiuenennnenrnene. (7,510) (8,120) (7,893)
$(10,928) $ 2,167  $(25,602)
Gross Profit PEICENtae. . .« vvvvvvnvrnrrnreneraenenaues 29.8% 31.8% 31.5%
Selling and administrative expenses as a percentage of sales. .. 23.4% 27.4% 24.4%
Diluted 10SS PEF SHATE . . ..o vveveeen e $ (114 $ (007) § (199

(1) Includes $9,865 in non-cash asset impairment charges.
(2) Includes $13,374 in non-cash asset impairment charges.

(3) Includes $22,735 in non-cash asset impairment charges.
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Revenues

Our net sales for fiscal 2006 increased 10% to $161,134,000 from $146,353,000 for 2005 due to sales
increases across all operating segments as described below. Our net sales for fiscal 2005 decreased 3% to
$146,353,000 from $150,290,000 for 2004 primarily due to lower sales in our Intersection Control segment
as further described below.

Geographic—International sales for fiscal 2006 increased by $2,710,000, or 14%, to $21,821,000
compared to $19,111,000 for fiscal 2005, primarily due to increases in the Intersection Control segment,
where international sales increased $2,402,000, or 96%, to $4,907,000. The increase in international sales in
the Intersection Control segment was primarily due to increased sales of traffic signals in Latin America
and also to increased sales in Europe and Canada. International sales for the Inform segment increased
8% to $1,809,000. International sales for the Protect and Direct segment increased only slightly after the
30% increase achieved in the prior year. Domestic sales for fiscal 2006 increased 9% to $139,313,000 from
$127,242,000 due to sales increases in all operating segments and particularly in the Protect and Direct
segment.

International sales for fiscal 2005 increased $4,862,000, or 34%, to $19,111,000 compared to
$14,249,000 for fiscal 2004, primarily due to increases in the Protect and Direct segment, where
international sales increased 30% to $14,929,000. The increase in international sales in the Protect and
Direct segment was due to both sales increases in established markets and to sales to customers in
countries which had not previously purchased those products from the Protect and Direct segment.
International sales in the Inform segment increased 17% to $1,677,000. International sales in the
Intersection Control segment increased 94% to $2,505,000, in part due to the acquisition of Peek Traffic in
fiscal 2004. Domestic sales for fiscal 2005 decreased 6% to $127,242,000 from $136,041,000 due primarily
to decreased sales of products within the Intersection Control segment further described below.

Protect and Direct—Net sales for the Protect and Direct segment for fiscal 2006 increased 10% to
$80,806,000 from $73,575,000 for fiscal 2005 due to increases across most major product lines and
particularly truck-mounted attenuators (TMA’s), delineators and permanent crash cushions, which were
offset somewhat by lower sales of parts. The sales increases were attributable to increased spending on
workzone and other highway safety projects since the enactment of the federal highway bill. In addition, we
saw increased spending on new products such as the Quest® crash cushion and the Safestop® trailer
TMA.

Net sales for the Protect and Direct segment for fiscal 2005 increased slightly to $73,575,000 from
$73,282,000 for fiscal 2004 due to strong international sales growth, as mentioned above. Domestic sales
decreased by 5%. We believe that the decrease in domestic sales volume was due to state budgetary
constraints and transportation funding uncertainties caused by the continued delay in the passage of the
new federal highway funding bill. Increased sales of permanent crash cushions and Triton barrier products
were largely offset by decreased sales of truck mounted attenuators, sand-filled barrels, delineator
products and parts. Sales of permanent crash cushions increased slightly and sales of parts and TMA
products decreased slightly.

Inform—Net sales for the Inform segment for fiscal 2006 increased 14% to $24,134,000 from
$21,163,000 for fiscal 2005 due to increased sales of highway advisory products which achieved record sales
for the year. In addition, sales of weather sensing systems increased during fiscal 2006. We believe
products within the Inform segment also benefited from the passage of the federal highway bill as spending
on these products is more discretionary.




Net sales for the Inform segment for fiscal 2005 decreased to $21,163,000 from $21,188,000 for fiscal
2004. The decrease in sales was primarily due to lower sales volume of highway advisory radio products,
which were largely offset by increased sales volume of weather and traffic sensing products.

Intersection Control—Net sales for the Company’s Intersection Control segment for fiscal 2006
increased 9% to $56,194,000 from $51,615,000 for fiscal 2005 due in part to the strong international sales
growth mentioned above. This sales growth was less than expected and along with the continued operating
underperformance, we approved a restructuring plan for this segment as further described in Note 17to
the consolidated financial statements.

Net sales for the Intersection Control segment for fiscal 2005 decreased 8% 1o $51,615,000 from
$55,820,000 for fiscal 2004. The decrease was primarily due to lower sales which continued to be affected
by ongoing state and municipal budgetary issues, and which resulted in depressed order flows and sales
levels significantly lower than planned. The acquisition of Peek Traffic, effective December 2003,
contributed net sales of $12,101,000 from the period July 1, 2004 to November 30, 2004 not comparable to
fiscal 2004.

Gross Profit Margin

The Company’s gross profit margin for fiscal 2006 was 29.8% compared to 31.8% for fiscal 2005. The
gross margin in the Protect and Direct segment decreased due to increased raw material costs, higher
freight costs and unfavorable product mix. The gross margin for the Inform segment increased due to
volume efficiencies related to the higher level of sales. The gross margin in the Intersection Control
segment decreased due to unfavorable product mix and plant inefficiencies associated with the
restructuring activities.

Our gross profit margin for fiscal 2005 was 31.8% compared to 31.5% for fiscal 2004 as higher gross
margins for the Inform segment and Intersection Control segment were largely offset by lower gross profit
margins in the Protect and Direct segment due to increased raw material costs, particularly steel costs
which were not entirely passed along to customers. The gross margin for the Inform and Intersection
Control segments increased modestly due to favorable sales mix.

Selling and Administrative Expenses

Selling and administrative expenses for fiscal 2006 decreased $2,376,000, or 6%, to $37,681,000 from
$40,057,000 for fiscal 2005. Selling and administrative expenses in the Protect and Direct segment
decreased due to the elimination of costs incurred by our former captive manufacturer which was sold last
year, and due to lower marketing expenses. Selling and administrative expenses in the Intersection Control
segment decreased primarily due to the realization of cost reduction efforts over the past year. Selling and
administrative costs for the Inform segment increased partially due to variable expenses related to the
increased level of their sales. Selling and administrative expenses for fiscal 2006 include $1,027,000 in
expense related to the adoption in fiscal 2006 of FAS 123R requiring the expensing of stock options as
further discussed in Note 8. Selling and administrative expenses decreased as a percentage of sales to
23.4% for fiscal 2006 compared to 27.4% for 2005 primarily due to the increase in sales and the realization
of cost reduction efforts.

Selling and administrative expenses for fiscal 2005 increased $3,357,000, or 9%, to $40,057,000 from
$36,700,000 for fiscal 2005. Expenses increased due to the inclusion of Peek Traffic expenses of $2,366,000
for the period from July 1, 2004 to November 30, 2004 not comparable to fiscal 2004. Expenses relating to
Sarbanes-Oxley compliance and employee related expenses also increased. Selling and administrative
expenses increased significantly in the Intersection Control segment due to the inclusion of Peek Traffic.
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Selling and administrative expenses in the Inform segment also increased, primarily due to increased
variable costs related to the higher sales level of weather sensing products. Selling and administrative
expenses increased only slightly in the Protect and Direct segment. Selling and administrative expenses
increased as a percentage of sales to 27.4% for fiscal 2005 compared to 24.4% for 2004 primarily due to the
decline in sales and the Company’s primarily fixed cost structure.

Research and Development

Research and development expenditures were $5,958,000 for fiscal 2006 compared to $5,391,000 for
fiscal 2005. Expenditures increased across all operating segments as we work on the development of
innovative new products to address safety needs both here and abroad.

Research and development expenditures were $5,391,000 for fiscal 2005 compared to $3,605,000 for
fiscal 2004. The increase of $1,786,000 was due primarily to increased expenditures by the Intersection
Control segment to enhance and upgrade their product suite. Expenditures in the Inform and Protect and
Direct segments also increased as they develop new products and application extensions to existing
products.

Gain on Sale of Assets

We recorded a gain of $846,000 in fiscal 2006 in the Inform segment due to the sale of the weather
forecasting product line in our Inform segment. We received proceeds of $1,566,000 from the sale, which
occurred during the fourth quarter.

We recorded a gain of $566,000 in fiscal 2005 due to the sale of certain machinery and equipment of a
captive manufacturer of the Protect and Direct segment and received proceeds of $650,000. We also
received proceeds of $992,000 from the sale of land and recorded a gain on that sale of $560,000 for the
Protect and Direct segment in the second quarter of fiscal 2005 which was reclassified from other income
during the fourth quarter of fiscal 2005.

Gain on Legal Settlements

As further discussed in Note 18 to the consolidated financial statements, we recorded a gain of
$2,975,000 in fiscal 2006 in the Intersection Control segment due to the settlement of legal claims with the
sellers of U.S. Traffic (UST) and Peek Traffic Corporation (Peek Traffic).

Restructuring costs

As further discussed in FUTURE OUTLOOK and in Note 17 to the Consolidated Financial
Statements, we recorded $5,775,000 in restructuring costs in the Intersection Control segment. Included in
the restructuring costs are proceeds of $1,500,000 related to the sale of the portable variable message sign
and illuminated street lighting product lines and related costs resulting in a loss of $3,449,000. The sale
proceeds more than offset all the cash costs of restructuring through June 30.

Asset Impairment Charges

In fiscal year 2006, results at our Intersection Control segment continued to be substandard and we
adopted a restructuring plan in April 2006 as further discussed in Note 17. As part of the restructuring
plan, we sold the portable variable message sign, illuminated street lighting and tunnel lighting product
lines and we discontinued other low-margin and non-core product lines. As a result of the continued poor
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performance and the Company’s impairment review in the fourth quarter of fiscal 2006, we determined
that the carrying amounts of certain long-lived assets were no longer recoverable based on estimated
future operating cash flows to be generated by those assets, which were lower than previously projected. As
further discussed below and in Note 6, we recorded asset impairment charges in the Intersection Control
segment of $13,374,000, or $8,723,000, net of income tax benefits, or $0.98 per diluted share. The charges
included $10,225,000 for goodwill and $3,149,000 for fixed assets.

Our fiscal 2005 annual impairment review did not result in any impairment charges. In fiscal 2004, the
prolonged delay in the passage of new federal transportation funding legislation as well as ongoing state
and municipal budget issues had a significant negative impact on our Company as a whole. In addition,
UST operating results were much lower than expected. As a result of these factors and our impairment
review in the fourth quarter of fiscal 2004, we determined that the carrying amounts of certain long-lived
assets were no longer recoverable based on estimated future cash flows to be generated by those assets,
which were lower than previously projected. We recorded asset impairment charges for fiscal 2004 of
$32,600,000, or $21,266,000 net of income tax benefits, or $2.48 per diluted share. The charges within the
Inform segment included $7,646,000 relating to goodwill and $2,219,000 for intangible assets. The charges
within the Intersection Control segment included $18,363,000 relating to goodwill, $1,963,000 for

intangible assets and $2,409,000 for fixed assets.

Operating Profit (Loss)

The operating loss of $10,928,000 for fiscal 2006 compared to operating profit of $2,167,000 for fiscal
2005. The change was primarily due to asset impairment and restructuring costs incurred in fiscal 2006,
which were only partially offset by improved gross profit margins and lower selling and administrative costs
as discussed above and the gains on legal settlements and sale of assets. The fiscal 2006 operating loss
includes asset impairment charges of $13,374,000, restructuring costs of $5,775,000, gains on legal
settlements of $2,975,000 and a gain on the sale of assets of $846,000. Operating profit for the Protect and
Direct segment increased $680,000 to $15,539,000 for fiscal 2006 from $14,859,000 for fiscal 2005 which
included $1,126,000 in gain on sale of assets, primarily due to lower selling and administrative costs as
discussed above. Operating profit for the Inform segment increased $2,252,000 to $3,403,000 for fiscal
2006, including $864,000 in a gain on sale of assets, from $1,151,000 for fiscal 2005 primarily due to the
higher sales and volume efficiencies related to the higher level of sales. The operating loss for the
Intersection Control segment was $22,360,000, including asset impairment charges of $13,374,000,
restructuring costs of $5,775,000 and a gain on legal settlements of $2,975,000, compared to an operating
loss for fiscal 2005 of $5,723,000.

Operating profit of $2,167,000 for fiscal 2005 compared to an operating loss of $25,602,000 for fiscal
2004. The change was primarily due to the asset impairment charges of $32,600,000 included in the fiscal
2004 operating loss. Operating profit for the Protect and Direct segment decreased $1,045,000 to
$14,859,000 for fiscal 2005 from $15,904,000 for fiscal 2004 primarily due to lower gross margins caused by
increased material costs. Operating profit for the Protect and Direct segment for fiscal 2005 included
$1,126,000 in gain on sale of assets. Operating profit for the Inform segment increased $9,077,000 to
$1,151,000 for fiscal 2005 from the operating loss of $7,926,000 for fiscal 2004 primarily due to the asset
impairment charges of $9,865,000 recorded in fiscal 2004. The operating loss for the Intersection Control
segment was $5,723,000 compared to an operating loss for fiscal 2004 of $25,687,000 which included the
asset impairment charges of $22,735,000.
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Interest Expense

Interest expense for fiscal 2006 increased $1,410,000 to $4,708,000 from $3,298,000 in fiscal 2005. The
increase was due primarily to higher interest rates and also to the higher level of average long-term debt
outstanding during fiscal 2006. The interest rate on the Company’s credit agreement is based on prime or
LIBOR and a fixed rate, plus a margin. The weighted average interest rate was 7.7% as of June 30, 2006
compared to a weighted average rate of 5.5% as of June 30, 2005. The interest rate on the Company’s
convertible debt issued during fiscal 2005 is 7%. The Company expects the average interest rate during
fiscal 2007 on all debt to be approximately 7%.

Interest expense for fiscal 2005 increased $1,154,000 to $3,298,000 from $2,144,000 in fiscal 2004. The
increase was due primarily to higher interest rates, and also to the higher level of average long-term debt
outstanding during fiscal 2005. The interest rate on our credit agreement was based on prime or LIBOR
and a fixed rate, plus a margin. The weighted average rate was 5.5% as of June 30, 2005 compared to a
weighted average rate of 3.7% as of June 30, 2004. The interest rate on our convertible debt issued during
fiscal 2005 was 7%.

Provision for Income Taxes

The income tax benefit for fiscal 2006 was $5,472,000, reflecting a 35% effective tax rate. Included in
the income tax benefit for fiscal 2006 was $4,651,000 relating to the asset impairment charges. We expect
to provide for income taxes at a rate of 38% for fiscal 2007. However, this rate may be negatively impacted
based on management’s ongoing evaluation as to whether it is more likely than not that some or all of the
deferred tax assets recorded are realizable.

The income tax benefit for fiscal 2005 was $447,000, reflecting a 41% effective tax rate. The income
tax benefit for fiscal 2004 was $10,901,000, which included $11,334,000 relating to the asset impairment
charges recorded in the fourth quarter and a $1,249,000 income tax benefit related to the favorable
settlement of a tax audit recorded during the third quarter.

Net Earnings (Loss)

The net loss for fiscal 2006 was $10,102,000, or $1.14 per diluted share, compared to a net loss of
$650,000, or $0.07 per diluted share, for 2005. Included in the net loss for fiscal 2006 were the asset
impairment charges of $8,723,000, net of taxes, or $0.98 per diluted share. Also included in the net loss for
fiscal 2006 was $812,000 in stock option expense, or $0.09 per diluted share.

The net loss for fiscal 2005 was $650,000, or $0.07 per diluted share, compared to a net loss of
$17,027,000, or $1.99 per diluted share, for 2004. Included in the net loss for fiscal 2004 were the asset
impairment charges of $21,266,000, net of taxes, or $2.48 per diluted share.
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FINANCIAL CONDITION
Liquidity and Capital Resources

Our principal sources of funds historically have been cash flows from operations and borrowings from
banks and other sources. The Company had cash and cash equivalents of $869,000 as of June 30, 2006 and
access to additional funds of approximately $20 million in bank lines of credit. Our outstanding borrowings
were $51,587,000, or 51.3% of total capitalization, as of June 30, 2006, of which $6,000,000 was outstanding
on our bank credit facility. This compares to $50,014,000, or 44.7% of total capitalization, as of June 30,
2005.

During February 2005, we sold $40,000,000 of 7% Convertible Senior Subordinated Notes due
February 15, 2025 in a private placement and received net proceeds of $37,395,000. The net proceeds
were used to pay off our bank term loan and reduce the amount of its revolving credit agreement. The
conversion price is $25.90 per share, which represented a 40% premium over the closing price of our
stock on the close of the transaction. If fully converted, the notes would convert into approximately
1,544,000 shares of our common stock. The shares are not included in earnings per share as they are
currently anti-dilutive until earnings per share reach approximately $1.20 per share. The notes are fully
redeemable by the Company at any time after February 20, 2008 at 100% of the principal amount plus
accrued and unpaid interest. The investors may require us to repurchase the notes in cash at a price equal
to 100% of the principal amount of the notes plus accrued and unpaid interest, if any, on February 15,
2010, 2015 or 2020.

We entered into a new secured credit agreement during April 2005 with one bank which currently
expires on February 1, 2008. We believe that this collateralized credit agreement is an important source of
liquidity. The credit agreement provides for a $30 million revolving credit facility, with a $10 million
subfacility for letters of credit issued by the bank or its affiliates. The revolving credit availability is based
on a formula of eligible accounts receivable, eligible inventory, machinery and equipment and real estate,
subject to a minimum excess collateral availability factor. Effective June 30, 2006, the Company is also
required to maintain a maximum senior leverage ratio. We are in compliance with these covenants and
expect to remain in compliance through fiscal 2007. Under certain conditions, we may request a release of
all security interests at which time we would no longer be subject to a borrowing base formula, but would
be subject to several financial covenants. The agreement may be renewed for one additional year on each
anniversary date upon mutual consent of the Company and the bank.

Cash Flows

Cash flows provided by operations were $4,504,000 during fiscal 2006. This compares with $3,398,000
in fiscal 2005 and $8,676,000 in fiscal 2004. In each of the past three years, cash flow from operations was
primarily derived from earnings before non-cash expenses such as depreciation, amortization and asset
impairment charges. The increase in cash generated from operating activities in fiscal 2006 is primarily due
to the increase in earnings before non-cash expenses.

Investing activities used cash of $308,000 during fiscal 2006, compared to $910,000 in fiscal 2005 and
$15,943,000 in fiscal 2004. Expenditures during fiscal 2006 included $3,048,000 for capital expenditures,
which were more than offset by proceeds received from the sale of assets.

Financing activities used cash of $3,483,000 during fiscal 2006, compared to cash used of $4,709,000
during fiscal 2005 and cash provided of $5,910,000 in fiscal 2004. During fiscal 2006, we borrowed a net
$2,000,000 on our outstanding revolving credit facility and paid $427,000 on other notes payable. We
received cash of $1,031,000 from the exercise of common stock options. The payment of our semi-annual
cash dividend used cash of $3,185,000. As further discussed in Note 18 to the consolidated financial




statements, we paid $3,105,000 to purchase 150,603 shares of our common stock from the sellers of Peek
Traffic for the treasury.

For 2007, we anticipate needing approximately $3,000,000 in cash for capital expenditures. The
Company may also need additional cash as it considers acquiring businesses that complement its existing
operations. The Company may require additional investments in working capital to maintain growth. The
Company may also need additional funds to repurchase its own common stock from time to time. These
expenditures will be financed either through the Company’s cash on-hand, cash generated from its
operations or from borrowings available under the Company’s bank credit facility. We currently expect
cash generated from operations to be higher in fiscal year 2007 compared to fiscal 2006. However, due to
uncertainties in the restructuring of the Intersection Control segment, as discussed in Note 17 to the
consolidated financial statements, and the seasonality of our business, there can be no assurance that this
will occur, or to what extent this will occur. We believe that our existing cash, cash generated from
operations and funds available under its existing credit facility are sufficient for all planned operating and
capital requirements in the near term. If needed and available on favorable terms, we may also enter into
other debt or equity financing arrangements.

OFF-BALANCE SHEET ARRAN GEMENTS AND CONTRACTUAL OBLIGATIONS

We are subject to certain debt obligations, guarantees, commitments and contingent liabilities further
described in the notes to the consolidated financial statements. The following table presents our
contractual obligations to make future payments under contracts, such as debt and lease agreements, as of
June 30, 2006:

Less than More than
Total 1 Year 1-3Years  3-5 Years 5 Years
(Dollar amounts in thousands)

Long-term debt € $51,587 $ 465 § 5,122 $40,000 $ 6,000
Estimated interest payments (2} ............. ... 14,140 3,558 6,752 3,370 460
Operating leases, net............... ... .. 12,952 3,466 4,390 1,242 3,854
Minimum royalty payments ......... ... ... ... 2,266 816 850 600 —
Retirement award program &) I 759 81 125 83 470
Purchase obligations (4) .............. ... . . 11,260 11,260
Total.............oo $92,964  $19,646 $ 17,239 $45295  $10,784

(1) Amount includes expected cash payments on long-term debt based upon current and effective
maturities as well as expected renewals.

(2) Amount includes estimated interest payments based on interest rates as of the current period. Interest
rates on variable-rate debt are subject to change in the future. Interest is estimated based upon
current and effective maturities as well as expected renewals of long-term debt currently outstanding.

(3) Retirement award is a fixed number of Quixote Corporation shares for each of the participants each
year for which the income tax obligation is paid in cash.

(4) Purchase obligations include orders with suppliers in the normal course of business on a short-term
basis.

As disclosed in the footnotes to the consolidated financial statements, we have entered into bid and
performance related bonds associated with various contracts. Potential payments due under these bonds
are related to our performance under the applicable contract. The total amount of bid and performance
related bonds that were available and undrawn as of June 30, 2006 was $3,028,000. We also have standby
letters of credit covering potential workers’ compensation liabilities. The total standby exposure relating to
letters of credit as of June 30, 2006 was $1,144,000.
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FUTURE OUTLOOK

We believe that prospects for increased spending for our products in fiscal 2007 will improve given the
enactment of the federal transportation funding legislation, SAFETEA-LU, in August 2005. State and
local governments increased spending on transportation safety in fiscal year 2006 as both national and local
economies improved and we expect this trend to continue into fiscal 2007. We are seeing increased order
activity in most areas of our business. We also expect international sales to continue to be an important
driver of our sales growth. However, it is difficult to predict to what extent we will see increased spending
for our products and there can be no assurance that either domestic or international sales will continue to
increase.

As further discussed in Note 17 to the consolidated financial statements, the continued
underperformance of the Intersection Control segment resulted in our decision to rationalize that business
and divest certain non-core product lines. A restructuring plan was approved by our Board on April 25,
2006 to reduce costs through the reduction of overhead by closing two facilities and by the reduction of
headcount. As part of the restructuring plan, we sold the portable sign and the lighting product lines in
June, 2006. We intend to discontinue the fixed overhead sign portion of that business. Within the
remaining Intersection Control business, we will outsource non-core manufacturing, but continue to
assemble and test products. In connection with the restructuring plan, we expect to record total cash and
non-cash charges of approximately $14 million. Most of the substantial restructuring charges are expected
to be incurred before the end of our fiscal 2007 second quarter. We expect the plan will result in
profitability for the Intersection Control business beginning in the third quarter of fiscal 2007 with
annualized operating cost savings of approximately §5 to $6 million. However, there can be no assurance
that we will achieve that level of savings. After the sale and discontinuation of product lines, annualized
revenues for the Intersection Control segment are estimated to be approximately $38 million from
$56 million for fiscal 2006. For fiscal 2007, we estimate depreciation and amortization expense to be
approximately $5.2 million.

We historically experience fluctuation in our gross profit margin from quarter to quarter primarily due
to sales volume related to seasonality, variability in product mix and changes in our competitive
environment. In addition, we have acquired complementary businesses over the past several years and, as
part of our strategy, may continue to acquire complementary businesses. The gross profit margins of
certain acquired product lines within our Inform and Intersection Control segments are lower than our
historical gross profit margin as we experience rigorous competition in selling certain product lines because
they are generally sold through a bidding process, These trends are adversely affecting our gross profit
margin and we do not believe these trends will improve in the near future.

SIGNIFICANT ACCOUNTING POLICIES

The preparation of financial statements in conformity with accounting principles generally accepted in
the United States of America (U.S. GAAP) requires management to make estimates and assumptions that
affect the reported amounts of assets and liabilities and the disclosure of contingent assets and liabilities at
the date of the financial statements. Management’s estimates also affect the reported amounts of revenues
and expenses during the reporting period. In addition, certain normal and recurring estimates are made
including estimates in determining the allowance for doubtful accounts receivable, inventory valuation
reserves, valuation allowance on deferred tax assets, health care liabilities and determining stock-based
compensation expense. These estimates are made using management’s best judgment given relevant
factors and available data. Actual results could differ materially from those estimates. Note 2 to our
June 30, 2006 consolidated financial statements includes a summary of the significant accounting policies,
methods and estimates used in the preparation of the Company’s consolidated financial statements. There
have been no material changes in accounting policies, methods and estimates used by management except
for the adoption of SFAS No. 123 (revised 2004), «Share-Based Payment”. In the opinion of management,
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we do not have any individual accounting policy or use any individual estimate that is critical to the
preparation of its consolidated financial statements. In most instances, we must use an accounting policy or
method because it is the only policy or method permitted under U.S. GAAP. We believe the following
significant accounting policies and methods used by the Company are the most important to the
presentation of our financial statements:

Revenue Recognition: Revenues, net of discounts and allowances, are recognized when either services
have been rendered or both title and risk of loss of products have been transferred to unaffiliated
customers. Additionally, we ensure that collection of the resulting receivabie is probable, persuasive
evidence that an arrangement exists, and the revenue is fixed or determinable. Provision for estimated
uncollectible amounts and credit memos is made based upon management’s analysis of bad debts and
credit memos.

Inventories: Inventories are valued at the lower of cost (first-in, first-out method) or market. Actual
costs are used to value raw materials and supplies. Standard costs, which approximate actual costs, are
used to value finished goods and work-in-process. Standard costs include raw materials, direct labor and
manufacturing overhead. Provision for potentially obsolete or slow-moving inventory is made based on
management’s analysis of inventory levels, ages and salability.

Long-Lived Assets: Long-lived assets include such items as goodwill, patents, product rights, other
intangible assets and property, plant and equipment. For purposes of evaluating the recoverability of long-
lived assets, we assess the possibility of obsolescence, demand, new technology, competition, and other
pertinent economic factors and trends that may have an impact on the value or remaining lives of these
assets.

Amortized long-lived assets (including amortized intangible assets and property, plant and
equipment) held and used by us are reviewed for impairment whenever events or changes in circumstances
indicate that the carrying amount of an asset may not be recoverable in relation to future undiscounted
cash flows of underlying asset groups. The net carrying value of assets not recoverable is reduced to fair
value. Fair values of amortized long-lived assets are determined based upon the performance of a fair
value appraisal. Patents and other finite-lived intangible assets are amortized on a straight-line or
systematic method over the life of the patent or intangible asset.

Goodwill and other indefinite-lived intangible assets are tested for impairment annually in the fourth
quarter or when a triggering event occurs. The indefinite-lived intangible asset impairment test is
performed by comparing the fair value of the intangible asset to its carrying value in a one-step analysis. If
the fair value of the intangible asset is less than its carrying value, the intangible asset is written-down to its
fair value. The goodwill impairment test is performed at the reporting unit level and is a two-step analysis.
First, the fair value of the reporting unit is compared to its book value. If the fair value of the reporting
unit is less than its book value, we perform a hypothetical purchase price allocation based on the reporting
unit’s fair value to determine the implied fair value of the reporting unit’s goodwill. If the implied fair
value of the goodwill is less than its carrying value, the goodwill is written-down to its implied fair value.
Fair values are determined using present value techniques.

As discussed further in Note 6 to our June 30, 2006 consolidated financial statements, as a result of
our annual impairment review during fiscal 2006, we recorded non-cash asset impairment charges of
$13,374,000 relating to goodwill and amortized long-lived assets of the Intersection Control segment. Our
annual impairment review resulted in no impairment charges for fiscal year 2005. As a result of our annual
impairment review during fiscal 2004, we recorded non-cash asset impairment charges of $32,600,000
relating to goodwill, other indefinite-lived intangible assets and amortized long-lived assets of the
Intersection Control and Inform segments. The impairment review is highly judgmental and involves the
use of significant estimates and assumptions. These estimates and assumptions have a significant impact on
the amount of any impairment charge recorded. Estimates of fair value are primarily determined using
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discounted cash flow methods and are dependent upon assumptions of future sales trends, market
conditions and cash flows of each reporting unit over several years. Actual cash flows in the future may
differ significantly from those previously forecasted. Other significant assumptions include growth rates
and the discount rate applicable to future cash flows.

Restructuring Charges: We account for restructuring activities in accordance with SFAS No. 146,
“Accounting for Costs Associated with Exit or Disposal Activities.” Generally, costs associated with the
exit or disposal activity are recognized when the liability is incurred. Costs related to employee separation
arrangements requiring future service beyond a specified minimum retention period are recognized over
the service period.

Income Taxes: We recognize deferred tax assets and liabilities for the expected future tax
consequences of events that have been included in the financial statements or tax returns. Under this
method, deferred tax assets and liabilities are determined based on the difference between the financial
statement and tax basis of assets and liabilities using enacted tax rates in effect for the year in which the
differences are expected to reverse. In assessing the realizability of the deferred tax assets, management
considers whether it is more likely than not that some portion or all of the deferred tax assets will not be
realized. To the extent that any future tax benefits are not expected to be fully realized, such future tax
benefits are reduced by a valuation allowance. Realization of deferred tax assets assumes that we will be
able to generate sufficient taxable income so that the assets will be realized. The factors that we consider in
assessing the likelihood of realization include the forecast of future taxable income and available tax
planning strategies that could be implemented to realize the deferred tax assets. We expect the deferred
tax assets currently recorded to be fully realizable, however there can be no assurance that an increased
valuation allowance would not need to be recorded in the future.

Stock-based Compensation: In December 2004, the FASB issued SFAS No. 123 (revised 2004) (SFAS
No. 123(R)), “Share-Based Payment”. We adopted the provisions of SFAS No. 123(R) as of July 1, 2005
using the modified prospective method. Under this transition method, share-based compensation cost
recognized in the fiscal year ended June 30, 2006 includes compensation cost for all share-based awards
which were unvested as of July 1, 2005 as well as compensation cost for all share-based awards granted
subsequent to July 1, 2005, based on the grant date fair value estimated in accordance with the provisions
of SFAS No. 123(R). The fair value of the options granted is being amortized on a straight-line basis over
the requisite service period, which is generally the vesting period. Stock option plans are more fully
described in Note 8.

RECENTLY ISSUED ACCOUNTING PRONOUNCEMENTS

In July 2006, the Financial Accounting Standards Board (FASB) issued FASB Interpretation No. 48
(FIN 48), “Accounting for Uncertainty in Income Taxes—an interpretation of FASB Statement No. 109”.
FIN 48 clarifies the accounting for uncertainty in income taxes recognized in an entity’s financial
statements in accordance with FASB Statement No. 109, “Accounting for Income Taxes”. FIN 48
prescribes a recognition threshold and measurement attribute for financial statement disclosure of tax
positions taken or expected to be taken on a tax return. Additionally, FIN 48 provides guidance on
derecognition, classification, interest and penalties, accounting in interim periods, disclosure and
transition. FIN 48 will be effective for our 2008 fiscal year. We are evaluating the impact that this
statement will have on our results of operations and financial position.

FORWARD LOOKING STATEMENTS

Various statements made within the Management’s Discussion and Analysis of Financial Condition
and Results of Operations and elsewhere in this report constitute “forward-looking statements” for
purposes of the SEC’s “safe harbor” provisions under the Private Securities Litigation Reform Act of 1995

30




and Rule 3b-6 under the Securities Exchange Act of 1934, as amended. Except for historical information,
any statement that addresses expectations or projections about the future, including statements about our
strategy for growth, product development, market position, expenditures, financial results or changes in
governmental legislation, policies and conditions, is a forward-looking statement.

Readers are cautioned not to place undue reliance on these forward-looking statements and that all
forward-looking statements involve risks and uncertainties, including those detailed in our public filings
with the SEC, news releases and other communications, which speak only as of the dates of those filings or
communications. We do not undertake any obligation to release publicly any revisions to these forward-
looking statements to reflect events or circumstances after the date hereof or to reflect the occurrence of
unanticipated events. There can be no assurance that actual results will not differ materially from our
expectations. Factors which could cause materially different results include, among others, uncertainties
related to continued federal, state and municipal funding for highways and risks related to reductions in
government expenditures; the successful completion, integration and rationalization of acquisitions; the
ability to generate sufficient future cash flows to be in compliance with financing agreements; the
introduction and acceptance of our products and services; an unfavorable change in product sales mix;
seasonality along with the extent and timing of the award of large contracts; the cyclical nature of our
governmental markets; competitive and pricing pressures; increasing raw material costs; excess
manufacturing capacity; weather conditions and natural disasters; acts of war and terrorist activities; the
possible impairment of goodwill and other intangible assets; and general economic conditions.

Item 7A. Quantitative and Qualitative Disclosures about Market Risk

We are exposed to market risk from fluctuations in interest rates on our revolving credit agreement.
The exposure to interest rate fluctuations was significantly reduced in the third quarter of fiscal 2005 when
we issued convertible debt and used the proceeds to pay down the debt issued pursuant to the revolving
credit agreement. Due to the lower exposure to rate fluctuations, the use of derivative instruments in the
form of non-trading interest rate swaps to manage the risk has been discontinued. As described in Note 7
to the consolidated financial statements, the amount of long-term debt outstanding as of June 30, 2006 and
2005 was $51,122,000 and $49,587,000, respectively. A hypothetical 1% increase in interest rates would
have adversely affected our 2006 and 2005 net earnings and cash flows by approximately $117,000 and
$273,000, respectively.

The majority of our business is transacted in U.S. dollars and the U.S. dollar is considered the primary
currency for the majority of our operations. Although we continue to evaluate derivative financial
instruments to manage foreign currency exchange rate changes, we did not hold such derivatives during
2006 or 2005. Assets, liabilities and commitments that are to be settled in cash and are denominated in
foreign currencies for transaction purposes are sensitive to changes in currency exchange rates. However,
there were no significant transaction gains or losses during 2006, 2005 or 2004 and we do not believe we
are currently exposed to any material risk of loss from currency exchange fluctuations.




Item8. Financial Statements and Supplementary Data
REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

Board of Directors and Shareholders
Quixote Corporation

We have audited the accompanying consolidated balance sheets of Quixote Corporation and
subsidiaries as of June 30, 2006 and 2005, and the related consolidated statements of operations,
shareholders’ equity, and cash flows for the years then ended. We have also audited the accompanying
Schedule II—Valuation and Qualifying Accounts and Reserves as of June 30, 2006 and 2005. The financial
statements and schedule are the responsibility of the Company’s management. Our responsibility is to
express an opinion on the financial statements and schedule based on our audit.

We conducted our audits in accordance with the standards of the Public Company Accounting
Oversight Board (United States). Those standards require that we plan and perform the audit to obtain
reasonable assurance about whether the financial statements are free of material misstatement. An audit
includes examining, on a test basis, evidence supporting the amounts and disclosures in the financial
statements. An audit also includes assessing the accounting principles used and significant estimates made
by management, as well as evaluating the overall financial statement presentation. We believe that our
audits provide a reasonable basis for our opinion.

In our opinion, the consolidated financial statements and schedule referred to above present fairly, in
all material respects, the financial position of Quixote Corporation and subsidiaries as of June 30, 2006 and
2005, and the results of their operations and their cash flows for the year then ended in conformity with
accounting principles generally accepted in the United States of America.

As described in Note 2 to the financial statements the Company has adopted the provisions of SFAS
No. 123(R) “Share-Based Payment” as of July 1, 2005 using the modified prospective method.

We have also audited the adjustments to the 2004 information included in Note 16—Industry
Segment Information. In our opinion, such adjustments are appropriate and have been properly applied.
We were not engaged to audit, review or apply any procedures to the 2004 financial statements of the
Company other than with respect to the segment information and accordingly, we do not express an
opinion or any other form of assurance on the 2004 financial statements taken as a whole.

We also have audited, in accordance with the standards of the Public Company Accounting Oversight
Board (United States), the effectiveness of Quixote Corporation’s internal control over financial reporting
as of June 30, 2006, based on criteria established in Internal Control—Integrated Framework issued by the
Committee of Sponsoring Organizations of the Treadway Commission (COSO0) and our report dated
September 12, 2006 expressed an unqualified opinion on management’s assessment of, and an adverse
opinion on the effective operation of, internal control over financial reporting.

/ss§GRANT THORNTON LLP

Chicago, Illinois
September 12, 2006




REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM
To the Board of Directors and Shareholders of Quixote Corporation:

In our opinion, the consolidated statements of operations, shareholders’ equity and cash flows for the
year ended June 30, 2004, before the effects of the adjustments to retrospectively reflect the change in the
composition of reportable segments described in Note 16, present fairly, in all material respects, the results
of operations and cash flows of Quixote Corporation and its subsidiaries for the year ended June 30, 2004
in conformity with accounting principles generally accepted in the United States of America (the 2004
consolidated financial statements before the effects of the adjustments discussed in Note 16 are not
presented herein). In addition, in our opinion, the financial statement schedule for the year ended June 30,
2004 presents fairly, in all material respects, the information set forth therein when read in conjunction
with the related consolidated financial statements before the effects of the adjustments described above.
These financial statements and financial statement schedule are the responsibility of the Company’s
management. Our responsibility is to express an opinion on these financial statements and financial
statement schedule based on our audit. We conducted our audit, before the effects of the adjustments
described above, of these statements in accordance with the standards of the Public Company Accounting
Oversight Board (United States). Those standards require that we plan and perform the audit to obtain
reasonable assurance about whether the financial statements are free of material misstatement. An audit
includes examining, on a test basis, evidence supporting the amounts and disclosures in the financial
statements, assessing the accounting principles used and significant estimates made by management, and
evaluating the overall financial statement presentation. We believe that our audit provides a reasonable
basis for our opinion.

We were not engaged to audit, review, or apply any procedures to the adjustments to retrospectively
reflect the change in the composition of reportable segments described in Note 16 and, accordingly, we do
not express an opinion or any other form of assurance about whether such adjustments are appropriate
and have been properly applied. Those adjustments were audited by other auditors.

/s/ PricewaterhouseCoopers LLP

Chicago, Illinois
September 13, 2004




QUIXOTE CORPORATION AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF OPERATIONS

For each of the three years ended June 30,

2006 2005 2004
Dollar amounts in thousands, except share data
I Ay 1= T e R R $ 161,134 $ 146353 § 150,290
COSt OF SALES « v v v veeee v ene e e 113,095 99,864 102,987
GIOSS PIOFit . . oo v v et e e 48,039 46,489 47,303
Operating (income) expenses:
Selling and adminiStrative ............oveeeinieeene 37,681 40,057 36,700
Research and development .........cooooviinieneennnn 5,958 5,391 3,605
Gainonsale of assets . .......ooeiiiiiiiiiiiiae (846) (1,126)
Gain on legal settlements . . ........ooeveireeniennes (2,975)
ReStruCturing COSES .o vvvvrvnenrnnnenreaeaeeeeenenns 5,775
Asset impairment charge ... 13,374 32,600
58,967 44,322 72,905
Operating profit (1088). . . ....ovvvvviienivnennee (10,928) 2,167 (25,602)
Other income (expense):
INtEereSt iNCOME. . . v v v eeeet vt eaeeia s aacs s 62 34 30
INEETESt EXPENSE . v v vvvvrevennennenannseenen e (4,708) (3,298) (2,144)
(0147 S R (212)
(@646) _ (3:264) __ (2,326)
Loss before benefit for income taxes............ovvvnnvenn (15,574) (1,097) (27,928)
Income tax benefit .. ..ovuveinne e (5,472) (447) (10,901)
INEE LOSS. + v e e v e et eeeee et $ (10,102) § (650) $ (17,027)
Basic loss per share:
NS AL DRSPS PERRE. $ (114 $ (o7 $ (199
Weighted average common shares outstanding . ......... 8,850,884 8,800,421 8,567,741
Diluted loss per share:
INEELOSS & v e ettt ceeeneaneieann o ceaaaneaasennes $ (1.14) § 0.07) $ (1.99)
Weighted average common and common equivalent shares
OULSEANAING . . v vv i 8,850,884 8,800,421 8,567,741

THE ACCOMPANYING NOTES ARE AN INTEGRAL PART
OF THE CONSOLIDATED FINANCIAL STATEMENTS.
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QUIXOTE CORPORATION AND SUBSIDIARIES
CONSOLIDATED BALANCE SHEETS

ASSETS
Current assets:

Inventories, net....... ... .
Deferred income taxes ....................... ...
Other Current assets .................oooviiuuiiiiinnnei

Property, plant and equipment at cost:
Land ...
Buildings and improvements. ................... ... ...
Machinery and equipment. ............. ... .. o
Furniture and fixtures . .. ....... ... ... . o o

Leasehold improvements ................... ... ... . .
Construction in Progress . . . ..........oouiiii i

LIABILITIES AND SHAREHOLDERS’ EQUITY
Current liabilities:
Current portion of long-termdebt .................... ... ... ... ... .. ... ... ...
Accountspayable . ... o
Dividends payable................... ... .. ... .
Accrued expenses:
Payroll and commissions . .............. ... o
Warranty ... o

Commitments and contingent liabilities

Shareholders’ equity:

Preferred stock, no par value; authorized 100,000 shares; none issued. . .......................
Common stock, par value $.01-2/3; authorized 15,000,000 shares; issued. 10,904,678 shares—2006 and

issued 10,799,784 shares—2005. .. .. ...t i
Capital in excess of par value of stock . . . ................... .. ... .. ..o
Retained earnings.................. .. ... ...
Accumulated comprehensive income . ............ ... o
Treasury stock, at cost, 2,008,636 shares—2006 and 1,915,353 shares—2005 . ...................

Total shareholders’ equity. . ......................... ...

THE ACCOMPANYING NOTES ARE AN INTEGRAL PART
OF THE CONSOLIDATED FINANCIAL STATEMENTS,
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As of June 30,

2006

2005

Dollar amounts
in thousands,
except share data

$ 869 §$ 156
36,481 32,745
238
25,465 27,411
3,824 5,765
952 1,160
67,829 67,237
1,088 1,054
15,811 15,710
17,385 20,058
2,150 2,019
8,346 7,892
1,638 1,624
296 629
46,714 48,986
_(27179) _(23,978)
19,535 25,008
17,385 29,313
6,467 7,340
11,844 5,083
2,143 2,809
$125203  $136,790
$ 465 $ 427
13,234 11,061
1,688 1,595
3,507 3,164
927 2,510
1,431 1,558
1,108 1,054
1,688 2,935
24,048 24,304
51,122 49,587
1,087 1,053
182 180
62,434 59,382
10,226 23,605
227 345
(24,123) _ (21,666)
48,946 61,846
$125203  $136,790




QUIXOTE CORPORATION AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF SHAREHOLDERS’ EQUITY

For the three years ended June 30, 2006

Capitalin  Accumulated Compre-
Excess of Compre- hensive
Common Stock Par Value hensive Retained Treasury Stock Income
Shares Dollars of Stock  Income(Loss) _Earnings Shares Dollars (Loss)
Dollar amounts in thousands, except share data
BALANCES, JULY 1,2003. . . .........oovnn 10,437,436  $174 $52,173 $ (44) $ 47,368 2,131,963 $(24,116)
Exercise of options, netof tax. . .. ... ... 243,210 4 2,578
Netloss-2004 . oo veeenn e ceennenns (17,027) $(17,027)
Other comprehensive income. . .. .....ooovevvene 658 658
Issuance of shares for acquisition of Peek Traffic . . . . 2,386 (180,723) 2,044
Declaration of semi-annual cash dividends
($0.17pershare) ..ot (2,911)
Issuance of shares pursuant to the stock retirement
Plan ... 10,794 227
Issuance of restricted stock . . ... ..o 16,000 393
BALANCES, JUNE 30,2004, . ....... . ....... 10,707,440 $178 $57,757 $ 614 $ 27,430 1,951,240 $(22,072) $(16,369)
Exercise of options, netof tax. . . ........ .o 81,550 2 1,117
Netloss-2005 . ..o ovvievneenneearnnenns (650) $  (650)
Other comprehensive income. . .. ...t (292) (292)
Reclassificationtoearnings . . .. ... oo 23
Declaration of semi-annual cash dividends
($0.18 pershare) ......... ...l (3,175)
Issuance of shares for 401K plan. . . ............. 298 (35,887) 406
Issuance of shares pursuant to the stock retirement
plan L. .. 10,794 210
BALANCES, JUNE 30,2005, ... .........0n 10,799,784  $180 $59,382 $ 345 $ 23605 1915353 $(21,666) 3 (942
Exercise of options, netof tax. . . ... 94,100 2 1,234
Netloss-2006 .. .o veren e (10,102) $(10,102)
Other comprehensive income. . . .. ....veveeeeis (118) (118)
Declaration of semi-annual cash dividends
($0.18 and $0.19 pershare) ........o.vnnnn 3,277y
Issuance of shares for 401K plan. . .............. 575 (57,320) 648
FAS 123R stock compensation expense. . ......... 1,027
Shares for settlement of legalissue . . .. ... ...... 150,603 (3,105)
Issuance of shares pursuant to the stock
retirementplan .. ... ..o 10,794 216
BALANCES, JUNE30,2006. .. ... .......ov.. 10,904,678  $182 $62,434 § 227 $ 10,226 2,008,636 $(24,123) $(10,220)

THE ACCOMPANYING NOTES ARE AN INTEGRAL PART
OF THE CONSOLIDATED FINANCIAL STATEMENTS.
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QUIXOTE CORPORATION AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF CASH FLOWS

For each of the three years

ended June 30,
2006 2005 2004
Dollar amounts in thousands
OPERATING ACTIVITIES:
Netearnings (1088) .. ... i $(10,102) $ (650) $(17,027)

ADJUSTMENTS TO RECONCILE NET EARNINGS (LOSS) TO NET CASH
PROVIDED BY CONTINUING OPERATIONS:

Assetimpairment charges .......... ... ... 13,374 32,600
Depreciation ........ ... i 4,701 4,587 4,763
AMOTHZALION . ..ottt 1,736 1,224 1,757
(Gain) loss on disposition of assets ................... i 2,603 (1,126) 212
Non-cash restructuring charges . . .................o.uuuniu e 864
Deferred income taxes. ........ ..o (5,880) 2,253 (9,380)
Provisions for losses on accounts receivable. .. ................ .. ... ... ... ... 235 647 686
Issuance of stock retirement planshares ................ ... .. ... ... ... ... .. .. ... 216 210 227
Income tax benefit from employee stock options. .. ............couiie 160 431
Issuance of stock to 401K plan. .. ........... oo 1,223 704
FAS 123R stock compensation eXpense. . .. ............oouuuuieiiriane 1,027
Issuance of restricted stock . ......... ... . 393
Changes in operating assets and liabilities, net of acquisitions:
Accountsreceivable . ........ ... (3,972) 218 4,956
Inventories ....... ... (1,869) (2,109) 726
Other assets. . . ... ouu i 221 (614) 267
Accounts payable and accrued €Xpenses. . . ... .. ... (729) (929) (6,907)
Income taxes payable/refundable ............... ... ... .. . 822 (950) (4,676)
Other long-term liabilities. . . ... ... ... .. .. .. 34 (227) (352)
Net cash provided by operating activities .. . ...............covve 4,504 3,398 8,676
INVESTING ACTIVITIES:
Cash paid for acquired businesses, net of cash acquired . . ............................ (11,263)
Capital expenditures . . ... ... ... (3,048) (3,805) (4,638)
Proceeds fromsale of assets . ............... i 3,066 1,642
Proceeds from sale/leaseback of assets . . .........o.oveer i 1,206
Patent expenditures. . ... ... ... (326) (170) (42)
Paymentsonnotesreceivable .. ........ ... . . 217
Net cash used in investing activities . ............. ... ooveunnren (308) (910) (15,943)
FINANCING ACTIVITIES:
Proceeds from convertible debt offering. . ............... ... .. 40,000
Fees on convertible debt offering . .......... ... ... .o (2,605)
Paymentsonnotespayable .. ......... ... .. . (427) (393) (910)
Payments on revolving credit agreement. . ........... ... .. . .o (37,350) (37,400) (22,250)
Proceeds from revolving credit agreement . ........... ... .. 39,350 14,400 32,750
Paymentsontermloan ......... ... (17,000) (3,000)
Proceeds from interest rate swap arrangement. . .....................oooioi i, 394
Payment of semi-annual cash dividends ................................. .. ... . ... (3,185) (3,066) (2,827)
Proceeds from exercise of common stock options. . ... ............ o 1,031 961 2,147
Income tax benefit from employee stock 0ptions .. ................. i 203
Repurchase of common stock for treasury ................. ..o (3,105)
Net cash (used in) provided by financing activities . . . ..............cvoroin . (3,483) (4,709) 5,910
Effect of exchange rate changesoncash. ....................oooii oo, (12) ()
Net change in cash and cash equivalents. ... ............... ... ... oo i 713 (2,233) (1,364)
Cash and cash equivalents at beginningof year ...................... 0o 156 2,389 3,753
Cash and cash equivalentsatend of year .. ............. . ... i $ 89 §$§ 156 $ 2,389

THE ACCOMPANYING NOTES ARE AN INTEGRAL PART
OF THE CONSOLIDATED FINANCIAL STATEMENTS.
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QUIXOTE CORPORATION AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

1. NATURE OF BUSINESS

Quixote Corporation and its subsidiaries (the Company, we, our or us) develop, manufacture and
market, to both domestic and international markets, energy-absorbing highway crash cushions, flexible
post delineators, electronic wireless measuring and sensing devices, computerized highway advisory radio
transmitting systems, intelligent intersection contro! devices, video detection systems and other highway
and transportation safety products to protect, direct and inform motorists and highway workers.

2. ACCOUNTING POLICIES

CONSOLIDATION

The consolidated financial statements include the accounts of Quixote Corporation and its wholly-
owned subsidiaries. All significant intercompany accounts and transactions have been eliminated in
consolidation.

MANAGEMENT ESTIMATES

The preparation of financial statements in conformity with accounting principles generally accepted in
the United States of America (U.S. GAAP) requires management to make estimates and assumptions that
affect the reported amounts of assets and liabilities and the disclosure of contingent assets and liabilities at
the date of the financial statements. Management’s estimates also affect the reported amounts of revenues
and expenses during the reporting period. Actual results could differ from those estimates.

CASH AND CASH EQUIVALENTS

Cash in excess of operating requirements is invested in income-producing investments generally
having initial maturities of three months or less. These investments are stated at cost, which approximates
market value. We consider these short-term instruments to be cash equivalents.

INVENTORIES

Inventories are valued at the lower of cost (first-in, first-out method) or market. Actual costs are used
to value raw materials and supplies. Standard costs, which approximate actual costs, are used to value
finished goods and work-in-process. Standard costs include raw materials, direct labor and manufacturing
overhead. Provision for potentially obsolete or slow-moving inventory is made based on management’s
analysis of inventory levels, ages and salability.

PROPERTY, PLANT AND EQUIPMENT

We capitalize expenditures for major renewals and improvements and charge current earnings with
the cost of maintenance and repairs. Provisions for depreciation have been computed on a straight-line or
systematic method based on the expected useful lives of the assets as indicated below:

Buildings and improvements . . . ........ouiiiiiiiiie e 10 to 40 years
Machinery and eqUIPment . . .. ....oveenitiiiiii e 3 to 12 years
Furniture and fiXtUres. . .. ovvvvvr et 3 to 10 years
Computer equipment and sOftware ..............ooovivieiniinne 3 to 7 years

Leasehold improVemMents . ... ..vuvuvuruvnenranananneranaeeenns 5 to 10 years




QUIXOTE CORPORATION AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continued)

2. ACCOUNTING POLICIES (Continued)

The cost and accumulated depreciation relating to assets retired or otherwise disposed of are
eliminated from the respective accounts at the time of retirement or other disposition with the gain or loss
credited or charged to earnings.

COMPUTER SOFTWARE

We capitalize certain costs incurred in connection with developing or obtaining internal use computer
software. During 2006 and 2005, approximately $1,653,000 and $419,000, respectively, of computer
software was capitalized, primarily relating to new manufacturing, engineering and accounting systems.

LONG-LIVED ASSETS

Long-lived assets include such items as goodwill, patents, product rights, other intangible assets and
property, plant and equipment. For purposes of evaluating the recoverability of long-lived assets, we assess
the possibility of obsolescence, demand, new technology, competition, and other pertinent economic
factors and trends that may have an impact on the value or remaining lives of these assets.

Amortized long-lived assets (including amortized intangible assets and property, plant and
equipment) held and used by us are reviewed for impairment whenever events or changes in circumstances
indicate that the carrying amount of an asset may not be recoverable in relation to future undiscounted
cash flows of underlying asset groups. The net carrying value of assets not recoverable is reduced to fair
value. Fair values of amortized long-lived assets are determined based upon the performance of a fair
value appraisal. Patents and other finite-lived intangible assets are amortized on a straight-line or
systematic method over the life of the patent or intangible asset.

Goodwill and other indefinite-lived intangible assets are tested for impairment annually in the fourth
quarter or when a triggering event occurs. The indefinite-lived intangible asset impairment test is
performed by comparing the fair value of the intangible asset to its carrying value in a one-step analysis. If
the fair value of the intangible asset is less than its carrying value, the intangible asset is written-down to its
fair value. The goodwill impairment test is performed at the reporting unit level and is a two-step analysis.
First, the fair value of the reporting unit is compared to its book value. If the fair value of the reporting
unit is less than its book value, we perform a hypothetical purchase price allocation based on the reporting
unit’s fair value to determine the implied fair value of the reporting unit’s goodwill. If the implied fair
value of the goodwill is less than its carrying value, the goodwill is written-down to its implied fair value.
Fair values are determined using present value techniques.

INCOME TAXES

We recognize deferred tax assets and liabilities for the expected future tax consequences of events that
have been included in the financial statements or tax returns. Under this method, deferred tax assets and
liabilities are determined based on the difference between the financial statement and tax basis of assets
and liabilities using enacted tax rates in effect for the year in which the differences are expected to reverse.
In assessing the realizability of the deferred tax assets, management considers whether it is more likely
than not that some portion or all of the deferred tax assets will not be realized. To the extent that any
future tax benefits are not expected to be fully realized, such future tax benefits are reduced by a valuation
allowance. Realization of deferred tax assets assumes that we will be able to generate sufficient future
taxable income so that the assets will be realized. The factors that we consider in assessing the likelihood of




QUIXOTE CORPORATION AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continued)

2. ACCOUNTING POLICIES (Continued)

realization include the forecast of future taxable income and available tax planning strategies that could be
implemented to realize the deferred tax assets. We expect the deferred tax assets currently recorded to be
fully realizable, however there can be no assurance that an increased valuation allowance would not need
to be recorded in the future.

FINANCIAL INSTRUMENTS

The fair value of cash and cash equivalents approximates the carrying value of these assets due to the
short-term maturity of these instruments. The fair value of our long-term debt is estimated to approximate
the carrying value based upon borrowing rates currently available to us for borrowings with similar terms
and maturity.

DERIVATIVES

Until the issuance of fixed rate convertible debt in the third quarter of fiscal 2005, we managed our
exposure to interest rate fluctuations through the use of derivative instruments in the form of non-trading
interest rate swaps. The objective of the swap was to fix the interest rate on certain variable rate debt to
stabilize interest rates and to more effectively balance our long-term borrowing costs and interest rate risk.
During July 2003, we entered into a five-year interest rate swap agreement (the Agreement) to set a fixed
interest rate relating to $20 million of its outstanding debt at variable interest rates. The terms of the
Agreement matched the terms of the underlying debt. In addition, the Agreement was designated as, and
was effective as, a cash-flow hedge of an outstanding debt obligation. Changes in fair value of the
Agreement were reported as other comprehensive income and were recognized into earnings when the
hedge transaction affected earnings. Our derivative instrument was liquidated during February 2005 and
we received $394,000 in cash. The current market value of the interest rate swap arrangement as of the
date of liquidation included in accumulated other comprehensive income is being amortized over the
remaining life of the originally forecasted transaction.

GEOGRAPHIC CONCENTRATION

Our customers may consist of distributors, contractors, departments of transportation, state agencies,
local governments or municipalities. No single customer represents a significant portion of our total
revenues. However, in fiscal 2006, 2005 and 2004, approximately 9%, 11% and 10%, respectively, of
revenues were from customers in the state of Texas, and 11%, 9% and 14%, respectively, of revenues in
fiscal 2006, 2005 and 2004, were from customers in the state of California.

REVENUE RECOGNITION

Revenues, net of discounts and allowances, are recognized when either services have been rendered or
both title and risk of loss of products have been transferred to unaffiliated customers. Additionally, we
ensure that collection of the resulting receivable is probable, persuasive evidence that an arrangement
exists, and the revenue is fixed or determinable. Provision for estimated uncollectible amounts and credit
memos is made based upon management’s analysis of bad debts and credit memos.

SHIPPING AND HANDLING

Shipping and handling fees charged to customers are included in net sales, and shipping and handling
costs incurred by us are included in cost of sales.

40




QUIXOTE CORPORATION AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continued)

2. ACCOUNTING POLICIES (Continued)
RESEARCH AND DEVELOPMENT

Research and development (R&D) costs are expensed as incurred.

STOCK-BASED COMPENSATION

In December 2004, the FASB issued SFAS No. 123 (revised 2004) (SFAS No. 123(R)), “Share-Based
Payment”. We adopted the provisions of SFAS No. 123(R) as of July 1, 2005 using the modified
prospective method. Under this transition method, share-based compensation cost recognized in the fiscal
year ended June 30, 2006 includes compensation cost for all share-based awards which were unvested as of
July 1, 2005 as well as compensation cost for all share-based awards granted subsequent to July 1, 2005,
based on the grant date fair value estimated in accordance with the provisions of SFAS No. 123(R). The
fair value of the options granted is being amortized on a straight-line basis over the requisite service
period, which is generally the vesting period. Stock option plans are more fully described in Note 8.

RESTRUCTURING CHARGES

We account for restructuring activities in accordance with SFAS No. 146, “Accounting for Costs
Associated with Exit or Disposal Activities.” Generally, costs associated with the exit or disposal activity
are recognized when the liability is incurred. Costs related to employee separation arrangements requiring
future service beyond a specified minimum retention period are recognized over the service period.

EARNINGS PER SHARE

Basic earnings per share (EPS) are computed by dividing net earnings available to holders of common
stock by the weighted average number of shares of common stock outstanding. Diluted EPS are computed
assuming the exercise of all stock options that are profitable to the recipients and are dilutive to results of
operations. Under this assumption, the weighted average number of shares is increased accordingly.

RECLASSIFICATIONS

Certain prior year balances have been reclassified to conform to current year presentations.

RECENT ACCOUNTING PRON OUCEMENTS

In July 2006, the Financial Accounting Standards Board (FASB) issued FASB Interpretation No. 48
(FIN 48), “Accounting for Uncertainty in Income Taxes—an interpretation of FASB Statement No. 109”7,
FIN 48 clarifies the accounting for uncertainty in income taxes recognized in an entity’s financial
statements in accordance with FASB Statement No. 109, “Accounting for Income Taxes”. FIN 48
prescribes a recognition threshold and measurement attribute for financial statement disclosure of tax
positions taken or expected to be taken on a tax return. Additionally, FIN 48 provides guidance on
derecognition, classification, interest and penalties, accounting in interim periods, disclosure and
transition. FIN 48 will be effective for our 2008 fiscal year. We are evaluating the impact that this
statement will have on our results of operations and financial position.




QUIXOTE CORPORATION AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINAN CIAL STATEMENTS (Continued)

3. ACQUISITIONS AND DISPOSITIONS

Effective June 30, 2006, we sold our weather forecasting product line within the Inform segment for a
sale price of $1,851,000, including $1,566,000 in cash received during fiscal 2006 and $285,000 in future
contingent payments. We sold contracts, intellectual property, allocated goodwill, software, equipment and
inventory and recorded a net gain on the sale of $846,000 in operating income.

Effective June 22, 2006, as part of the restructuring of the Intersection Control segment, we sold our
portable variable message sign, tunnel lighting and {lluminated street sign product lines for cash of
$1,500,000. As the result of the sale of inventory, equipment, intellectual property, contracts and orders, we
recorded a loss of $3,449,000 included as part of restructuring costs in operating income.

Effective June 30, 2005, we sold certain machinery and equipment of a captive manufacturer of our
Protect and Direct segment for approximately $650,000 in cash and recorded a gain on the sale of $566,000
in operating income. During fiscal 2005, we sold land and received proceeds of $992,000 and recorded a
gain on the sale of $560,000 in operating income for our Protect and Direct segment.

Effective December 1, 2003, we acquired substantially all of the assets and assumed certain liabilities
of the North American operations of Peek Traffic Corporation (Peek Traffic). We paid a purchase price of
$15,693,000. The purchase price consisted of $11,263,000 in cash and 180,723 shares of our common stock,
issued from Treasury Stock, valued at $4,430,000. The cash portion of the purchase price was obtained
from our revolving credit facility. The excess of purchase price over the estimated fair value of the assets
acquired approximated $7,611,000, of which approximately $6,528,000 is deductible for tax purposes. Peek
Traffic is a designer, manufacturer and supplier of intelligent intersection control systems, red light
enforcement systems and other transportation equipment. The results of Peek Traffic are included in the
Intersection Control segment.

The following summary presents the estimated fair values of the assets acquired and liabilities of Peek
Traffic assumed as of December 1, 2003, the effective date of acquisition:

(Dollar amounts in thousands)

CUITENE ASSELS. « + e v veveenernanasense et $ 5,977
Property, plant and equIPMENt . ......oevnerrrreeere 2,902
Tntangible aSSELS. ...« cvvversesnnennnnee e 5,760
GOOAWIL .« o e e 7,611

TOtAl ASSELS . « « v v v vvveeneenenmn s 22,250
Current Habilities. . ..« vvvvnevernear e 6,557
INET ASSELS . v v e v vveeenevnnnaeensas s $15,693
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QUIXOTE CORPORATION AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continued)

3. ACQUISITIONS AND DISPOSITIONS (Continued)

The intangible assets acquired in connection with the acquisition of Peek Traffic were assigned as
follows:

Gross Weighted-average
Carrying Amount Useful Life
(Dollar amounts in thousands)

Amortized intangible assets:

Customer relationships. .................... $3,110 11 years
Tradenames............................. . 1,700 10 years
Technology............................... . . 840 15 years
Backlog.................... 110 1 year
Total..........o $5,760 11 years

We anticipated that the Peek Traffic business would provide future operating synergies in the traffic
control market, expand our customer base in the municipal and county markets and leverage our existing
technologies within the Intersection Control segment, which also includes the legacy U.S. Traffic
Corporation (UST) operations acquired in May 2003.

The following pro forma Summary presents our consolidated results of operations for the year ended
June 30, 2004 as if the Peek Traffic acquisition had occurred at the beginning of fiscal year 2004:

2004
(Dollar amounts in thousands,
except per share data)

Netsales ......................................... . $159,887
Net earnings (loss). ........................ ... $(17,198)
Net earnings (loss) per diluted share ................ ... $ (1.99)

The consolidated pro forma information is not necessarily indicative of the combined results that
would have occurred had the acquisitions occurred on that date, nor is it indicative of the results that may
occur in the future. During the fourth quarter of fiscal 2006, we recorded impairment charges relating to

goodwill and other long-lived assets as discussed further in Note 6 to the Consolidated Financial
Statements,

4. INVENTORIES

Inventories consist of the following at June 30:

2006 2005
(Dollar amounts
in thousands)

............................................ $ 8,467 $ 8,757

........................................... 6,642 4,666
............................................. 10,356 13,988
$25,465 $27,411
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5. INTANGIBLE ASSETS AND GOODWILL

Intangible assets consist of the following as of June 30:

2006 2005
Gross Net Gross Net
Carrying  Accumulated Intangible  Carrying Accumulated  Intangible
Amount Amortization Assets Amount Amortization Assets

(Dollar amounts in thousands)
Amortized intangible assets:

Patents and licenses. ......... $ 3,135 $ 1,758 $1377 $ 2,99 $ 1,755 $ 1,235
Technology and installed base. 2,491 1,097 1,394 2,491 899 1,592
Customer relationships. ...... 3,807 1,698 2,109 3,807 1,181 2,626
Trade names ... ..ccvvveveses 2,250 663 1,587 2,250 363 1,887
Other ..o viiiiieeeenanns 640 640 — 640 640 —
Total. oo iie e $12,323 $ 5,856 $ 6,467 $12,178 $ 4,838 $ 7,340

During the fourth quarter of fiscal 2004, we recorded impairment charges relating to certain
intangible assets including indefinite-lived trade names. The remaining carrying values of these trade
names were redesignated as amortized intangible assets. The impairment charges are further described in
Note 6 to the Consolidated Financial Statements.

Amortization expense was $1,196,000, $1,079,000 and $1,757,000 for the years ended June 30, 2006,
2005 and 2004, respectively. The estimated amortization expense for the five fiscal years subsequent to
2006 is as follows: $1,151,000 in 2007, $1,086,000 in 2008, $875,000 in 2009, $762,000 in 2010 and $663,000
in 2011. Intangible assets are amortized over their useful lives, which is four to seventeen years for patents
and licenses, five to fifteen years for technology and installed base, five to ten years for customer
relationships, ten years for trade names and one to two years for other intangible assets.

The following table displays a rollforward of the carrying amount of goodwill from July 1, 2004 to
June 30, 2006 by business segment:

2006 2005
Protect Intersection Protect Intersection
and Direct Inform Control and Direct Inform Control
Segment Segment Segment Segment Segment Segment
(Dollar amounts in thousands)

Beginning balance ............ $8,139 $9,777 $ 11,397 $8,139 $9,777 $11,587
Acquired ..ot —
Adjustments .......oooaennne (190)
Sale of product lines .......... (531) (1,172)
Impairment charges (Note 6). . . (10,225)
Ending balance............... $8,139 $9,246 $ — $8,139 $9,777 $11,397

During the fourth quarter of fiscal 2006, we recorded impairment charges relating to goodwill and
other long-lived assets as discussed further in Note 6 to the Consolidated Financial Statements. In
addition, during the fourth quarter of fiscal 2006, goodwill was reduced related to the sale of the weather
forecasting product line discussed in Note 3 to the Consolidated Financial Statements and the sale of the
portable variable message sign and lighting product lines as discussed in Note 17 to the Consolidated
Financial Statements. An adjustment of $190,000 to decrease goodwill in the Intersection Control segment
was recorded in fiscal 2005 in connection with the finalization of valuations of certain assets and liabilities
of Peek Traffic.
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6. ASSET IMPAIRMENT CHARGES

In fiscal year 2006, results at our Intersection Control segment continued to be substandard and we
adopted a restructuring plan in April 2006 as further discussed in Note 17 to the Consolidated Financial
Statements. As part of the restructuring plan, we sold the portable variable message sign, illuminated street
lighting and tunnel lighting product lines and we discontinued other low-margin and non-core product
lines. As a result of the continued poor performance and the Company’s impairment review in the fourth
quarter of fiscal 2006, we determined that the carrying amounts of certain long-lived assets were no longer
recoverable based on estimated future operating cash flows to be generated by those assets, which were
lower than previously projected. We recorded asset impairment charges in the Intersection Control
segment of $13,374,000, or $8,723,000 net of income tax benefits, or $0.98 per diluted share. The charges
included $10,225,000 for goodwill and $3,149,000 for fixed assets.

In fiscal year 2005, our annual impairment review resulted in no impairment charges being recorded.
During fiscal year 2004, the prolonged delay in the passage of new federal highway funding legislation as
well as ongoing state and municipal budget issues had a significant negative impact on the Company as a
whole. In addition, legacy UST operating results were much lower than expected, although we were
pursuing the initial integration of UST and Peek Traffic in order to improve profitability. These factors
and our impairment review in the fourth quarter of fiscal 2004 resulted in our determination that the
carrying amounts of certain long-lived assets were no longer recoverable based on estimated future
operating cash flows to be generated by those assets, which were lower than previously projected. We
recorded asset impairment charges of $32,600,000, or $21,266,000 net of income tax benefits, or $2.48 per
diluted share. The charges included $18,363,000 for goodwill in the Intersection Control segment;
$7,646,000 for goodwill in the Inform segment; $1,963,000 for intangible assets in the Intersection Control
segment; $2,219,000 for intangible assets in the Inform segment and $2,409,000 for fixed assets in the
Intersection Control segment. The intangible asset impairment charges included $1,449,000 for technology
and installed base, $1,623,000 for customer relationships and $1,110,000 for trade names. In addition, the
remaining carrying values of the trade names were redesignated as amortized intangible assets and are
being amortized over ten years.

In performing our impairment assessments, we first assess our indefinite-lived intangibles; second,
assess our amortized long-lived assets (including amortized intangible assets and property, plant and
equipment); and third, assess our goodwill. Additionally, we re-assess the remaining useful lives of our
amortized long-lived assets.
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7. LONG-TERM DEBT

Long-term debt consists of the following at June 30:

2006 2005
(Dollar amounts
in thousands)

Convertible debt 7% interest rate due February 15, 2025........ $40,000 $40,000
Revolving credit note due February 1, 2008, interest at variable

121 3. JR P 6,000 4,000
Subordinated promissory note ............. ..., 5,000 5,000
Notes payable, net of discounts of $38 - 2006 and $111 - 2005 . .. 587 1,014
Total long-termdebt........... ... 51,587 50,014

Lesscurrent portion ..............ooiviiiiiiiiioa.. 465 427
Long-termdebt,net ..........oovuiiiiiiiiiii e $51,122  $49,587

During February 2005, we sold $40,000,000 of 7% Convertible Senior Subordinated Notes due
February 15, 2025 in a private placement and received net proceeds of $37,395,000. Debt issue costs
representing direct costs incurred related to the issuance of the Notes in the amount of $2,605,000 were
recorded in other assets and are being amortized into interest expense over five years, the effective term of
the Notes. The net proceeds were used to pay off our bank term loan and reduce the amount of our
revolving credit agreement. The conversion price is $25.90 per share, which represented a 40% premium
over the closing price of our stock on the close of the transaction. The Notes are fully redeemable by us at
any time after February 20, 2008 at 100% of the principal amount plus accrued and unpaid interest. The
investors may require us to repurchase the notes in cash at a price equal to 100% of the principal amount
of the notes plus accrued and unpaid interest, if any, on February 15, 2010, 2015 or 2020. Interest is
payable semi-annually on February 15 and August 15 of each year, beginning August 15, 2005.

During April 2005, we entered into a new bank credit agreement with a secured revolving credit
facility of $30 million. The revolving credit availability is based on a formula of eligible accounts receivable,
eligible inventory, machinery & equipment and real estate, subject to a minimum excess collateral
availability factor. Effective June 30, 2006, we are also required to maintain a maximum senior leverage
ratio. The covenants also limit the incurrence of additional indebtedness, acquisitions, liens and
encumbrances and other matters customarily restricted in such agreements. The borrowing is secured by a
first security interest in all existing and hereafter acquired assets of the company, including accounts
receivable, inventory, machinery and equipment, real estate and the equity securities of our subsidiaries.
Under certain conditions, we may request a release of all security interests, at which time we would no
longer be subject to a borrowing base formula, but would be subject to several financial covenants.

The subordinated promissory note is a five-year note, payable at the end of the term. It was entered
into in connection with the acquisition of UST and is payable to the former owners. It bears interest at
5.25%, with interest payable semi-annually. The notes payable were entered into in connection with the
acquisition of Roadway Safety Service, Inc. (Roadway) and are payable to several former owners and
employees. The Roadway notes are payable quarterly over five and ten year periods through 2007 with
interest imputed at 8.5%.
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7. LONG-TERM DEBT (Continued)

The aggregate amount of maturities of long-term debt for the four years subsequent to 2006 assuming
renewal of the credit agreement and the effective maturity of the convertible debt is as follows: $122,000
in 2007, $5,000,000 in 2008, $0 in 2009, $40,000,000 in 2010 and $6,000,000 thereafter.

8. STOCK OPTIONS AND STOCK TRAN SACTIONS

In December 2004, the FASB issued SFAS No. 123 (revised 2004) (SFAS No. 123(R)), “Share-Based
Payment”. We adopted the provisions of SFAS No. 123(R) as of July 1, 2005 using the modified
prospective method. Under this transition method, share-based compensation cost recognized in the fiscal

July 1, 2005 as well as compensation cost for all share-based awards granted subsequent to July 1, 2005,
based on the grant date fair value estimated in accordance with the provisions of SFAS No. 123(R). The
fair value of the options granted is being amortized on a straight-line basis over the requisite service
period, which is generally the vesting period. We have two current share-based compensation plans, which
are described below.

Plan Descriptions

Our 2001 Employee Stock Incentive Plan (the Plan), which is shareholder-approved, permits the grant
of share options and restricted shares to our employees for up to 1,125,000 shares, of which 150,000 shares
were reserved for the grant of restricted stock awards. We believe that grants of stock options to employees
generate an increased incentive for the employee to contribute to our future success and prosperity, thus
enhancing the value of the Company for the benefit of our stockholders. The Plan provides for grants of
stock options and restricted stock for employees as may be determined by the Compensation Committee of
the Board of Directors. No grantee may receive option grants in excess of 100,000 shares per year. The
stock options are granted with an exercise price equal to or greater than the fair market value of our stock
on the date of grant. Employee options granted under the current plan expire not more than ten years
from the grant date with vesting to be determined by the Committee. For grants currently outstanding,
vesting is over a three year period, with one-third of the grant becoming exercisable at the end of each of
the three years. Option awards provide for accelerated vesting if there is a change in control, as defined in
the Plan.

Our 2001 Non-Employee Directors Stock Option Plan (the Director Plan), which is also shareholder-
approved, permits the grant of share options to our non-employee directors for up to 135,000 shares. We
believe that grants of stock options to non-employee directors encourage the directors to acquire a long
term proprietary interest in the growth and performance of the Company, and generate an increased
incentive for the directors to contribute to our future success and prosperity, thus enhancing the value of
the Company for the benefit of our stockholders. The Director Plan provides for an annual grant of stock
options for directors based on a fixed amount, which is currently 5,000 stock options per each non-
employee director annually. The stock options are granted with an exercise price equal to the fair market
value of our stock on the date of grant. Options granted under the Director Plan expire not more than
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8. STOCK OPTIONS AND STOCK TRANSACTIONS (Continued)

A summary of the principal features of our current stock incentive plans, as well as copies of those
plans are provided in our Proxy Statement for the Annual Meeting of Stockholders on November 18, 2004.
Shares issued as a result of stock option exercises or restricted stock grants may be issued as new shares,
funded from Treasury stock or may be shares purchased on the open market. We believe that we currently
have adequate treasury and authorized unissued shares to meet any requirements to issue shares during
fiscal 2007. The authorization for issuance will terminate on November 1, 2011 for both the Plan and the
Director Plan.

We also have a retirement stock award program for certain of our key executives that was authorized
under the 1993 Long-Term Stock Ownership Incentive Plan, which has since been replaced by the Plan.
This retirement stock award program is further described in Footnote 10 on retirement plans.

Share-based Compensation Expense

The share-based compensation cost that has been charged against income for those plans was
$1,027,000 for the twelve months ended June 30, 2006. The total income tax benefit recognized in the
income statement for share-based compensation arrangements was $215,000 for that period, and the net
expense recorded was $812,000, which was $0.09 per basic and diluted share outstanding.

As of June 30, 2006, the total compensation cost related to unvested share-based awards granted
under our stock option plans not yet recognized was approximately $859,000. This cost will be amortized
on a straight-line basis over a weighted average period of approximately 0.7 years and will be adjusted for
subsequent changes in estimated forfeitures. The 230,889 unvested options outstanding at June 30, 2006
had a weighted-average fair value of $7.04.

Determining Fair Value

The fair value of stock options granted is estimated using the Black-Scholes option-pricing model that
uses the assumptions noted below for fiscal years 2006, 2005 and 2004. Expected volatilities are based on
historical volatility of the Company’s stock. We use historical data to estimate option exercise patterns,
employee termination and forfeiture rates within the valuation model; separate groups of optionees that
have similar historical exercise behavior are considered separately for valuation purposes. The expected
term of options granted is derived from the output of the option valuation model and represents the period
of time that options granted are expected to be outstanding; the range given below results from certain
groups of employees exhibiting different behavior. The risk-free rate for periods within the contractual life
of the option is based on the U.S. Treasury yield curve in effect at the time of the grant. The expected
dividend yield is determined by dividing the current level of per share dividend by the grant date stock
price. We do not incorporate changes in dividends anticipated by management unless those changes have
been communicated to marketplace participants.
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8. STOCK OPTIONS AND STOCK TRANSACTIONS (Continued)

Fiscal 2006 Fiscal 2005 Fiscal 2004
Risk free interestrate ......................... 4.0-4.5% 3.9-42% 21-3.6%
Expected dividend yield ....................... 1.73% 1.72% 1.55%
Weighted average expected volatility . ........... 42% 41% 41%
Expectedterm................................ 3.7-6.0years 4.0-7.0years 4.0-6.0years
Weighted average expectedterm ............... 4.5 years 4.3 years 4.3 years
Weighted average grant-date fair value . ......... $7.32 $6.87 $8.17

Stock Option Activity

Information with respect to stock option activity under our plans is as follows:

Weighted-
Weighted- Average
Average Remaining Aggregate
Exercise Contractual Intrinsic
Common Shares Price Term Value

Outstanding at July 1,2003.................... 1,256,230 $15.90
Granted ............ooo i 122,900 $25.68
Exercised.....................o i L. (349,007) $13.81
Cancelled orexpired ......................... ~(29,165) $21.16
Outstanding at June 30,2004.................. 1,000,958 $17.68 3.5 Years  $3,875,000
Granted ..o 205,700 $19.51
Exercised...............o.ooiiiii (129,754) $14.87
Cancelled orexpired ......................... (66,933) $21.14
Outstanding at June 30,2005.................. 1,009,971 $18.19 3.6 Years  $2,973,000
Granted ...........co o 114,200 $21.02
Exercised.............oooooiii (165,036) $15.41
Cancelled orexpired ......................... (14,233) $20.77
Outstanding at June 30,2006.................. 944 902 $18.98 3.1 Years  $1,660,000
Vested at June 30,2006, ...................... 714,013 $18.35 2.6 Years  $1,660,000

Options outstanding at June 30, 2006 are exercisable as follows: 714,013 currently, 116,923 within one
year, 85,299 in two years and 28,667 thereafter. Options outstanding as of June 30, 2005 and 2004 included
711,076 and 734,194 which were exercisable as of those dates, respectively. As of June 30, 2006, we have
682,454 common shares reserved for our option and award plans available for future grants. The total
intrinsic value of stock options exercised was $1,267,000 in 2006, $732,000 in 2005 and $3,546,000 in 2004.
The total fair value of stock options vested during fiscal 2006, 2005 and 2004 was $1,143,000, $1,030,000
and $1,499,000, respectively.
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8. STOCK OPTIONS AND STOCK TRANSACTIONS (Continued)
Pro forma Disclosures

Prior to adoption of SFAS No. 123(R), we accounted for stock options granted under the recognition
and measurement principles of APB Opinion No. 25, “Accounting for Stock Issued to Employees,” and
related interpretations. The cost of restricted stock granted was expensed in the period the stock was
issued. No charges were made to earnings in connection with stock options granted, as all stock options
granted had an exercise price equal to the market value of the underlying common stock on the date of
grant.

The following table illustrates the effect on net earnings and earnings per share if we had applied the
fair value recognition provisions of FASB Statement No. 123, “Accounting for Stock-Based
Compensation,” to the stock options granted during the comparable prior year periods:

Twelve months ended  Twelve months ended
June 30, June 30,
2005 2004
(Dollar amounts in thousands,
except per share data)

Net 10ss, a5 TePOrted ... ovvvirivn e $ (650) $(17,027)
Add: Stock-based employee compensation expense included in
reported net earnings, net of related tax effects........... 209 481

Deduct: Total stock-based employee compensation expense
determined under fair value based method for all awards,

netof related taxeffects . .....cooiiiinii et (1,170) (1,528)
Pro-forma Nt 1OSS « v v ettt iiiaie et iiiinaan e eenanns $(1,611 $(18,074
Loss per share:

Basic—as TEPOTLEA. . . ..o vveveeneri et $ (0.07) $ (1.99)

Basic—pro forma. .. .....oovuerenernneiniiairaeeaens $ (0.18) $ (2.11)

Diluted—as reported. . . ... .oveniiiii $ (0.07) $ (1.99)

Diluted—pro forma. .......coovieiieiiiiiiie $ (0.18) $ (211)

Disclosures for the twelve-month period ended June 30, 2006 are not presented because stock-based
payments were recorded using the fair-value method required under SFAS No. 123(R).

9. SHAREHOLDER RIGHTS PLAN

We have a Shareholder Rights Plan (the Plan) which was established to deter coercive takeover tactics
and to prevent an acquirer from gaining control of the Company without offering a fair price to all of our
stockholders. The Plan calls for stockholders of record as of July 14, 1998 to receive a dividend distribution
of one right for each outstanding share of our common stock. Each share issued after that date is also
granted a right. Each right entitles the holder, upon the occurrence of certain events, to purchase a unit
consisting of one one-thousandth of a share of Series B Junior Participating Preferred Stock, no par value,
for $40 per unit. In addition, if an acquiring person becomes the beneficial owner of more than 15% of our
outstanding common stock, each right will entitle the holder (other than such acquiring person) to receive,
upon exercise, common stock of the Company having a value equal to two times the exercise price of the
right.
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9. SHAREHOLDER RIGHTS PLAN (Continued)

If after an acquiring person becomes the beneficial holder of more than 15% of our outstanding
common stock and then we are acquired in a merger or other business combination in which we would not
be the surviving corporation or 50% or more of our assets or earning power is sold, each holder shall have
the right to receive, upon exercise, common stock of the acquiring corporation having a value equal to two
times the exercise price of the right. We may redeem the rights, for $.01 per right, under certain
circumstances.

10. RETIREMENT PLANS

We have a retirement stock award program for certain of our key executives. The award consists of
shares of our common stock and cash ending with the fiscal year in which each executive attains his or her
62nd birthday. In order to receive each year’s stock award, the executive must remain employed with us
through the end of the fiscal year, unless excused by reason of death or other involuntary termination.
Participants are also required to retain the shares awarded for as long as they are employed by us or until
age 65. The size of each participant’s annual award is determined under accepted actuarial principles to
provide a retirement income based upon a percentage of the executive’s projected compensation and
length of service at retirement, but only if our stock price appreciates at a sustained target rate. The
retirement stock award program resulted in a charge to earnings of $357,000 in 2006, $352,000 in 2005 and
$374,000 in 2004.

We have an incentive savings plan covering substantially all of our employees. The plan allows
qualified employees to make tax deferred contributions pursuant to Internal Revenue Code
Section 401(k). We contribute a matching contribution based upon a percentage of the participants’
contributions which is invested directly in our common stock. During fiscal 2005, we began contributing
our matching contributions under the incentive savings plan by issuing common stock from our treasury
stock. Additional discretionary company contributions may be made at the option of our Board of
Directors. The expense for the plan was $1,224,000 in 2006, $1,186,000 in 2005 and $1,126,000 in 2004.

11. INCOME TAXES

The income tax provision (benefit) consists of the following:

2006 2005 2004
(Dollar amounts in thousands)
Current:
Federal and international. ................. ... | $ 37 $(2839) $ (1,676)
State........... 371 139 155
408 (2,700) (1,521)
Deferred:
Federal and international.......... ... ..... . . (5,248) 2,194 (8,153)
State......... (632) 59 (1,227)

(5.880) _ 2253 _ (9,380)

Total income tax benefit...................... .. 3(5472) $ (447) $(10,901)
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11. INCOME TAXES (Continued)

The components of the net deferred tax asset (liability) are as follows:

2006 2005
(Dollar amounts
in thousands)

Deferred tax assets:

Accounts receivable allowance .. ......c.vveeieiiiiiaeenn $ 38 § 262
WALTANTY TESETVE .« v vvveevvnmesesennsnsmonnsseserosssens 321 404
TNEAnGIbIe ASSELS. . . oo vvvvvvennn e s e et 2,433 2,433
LT 1) I 11,783 7,986
Tnventory valuation . . . ... .evueernneererenunn e 725 744
Compensated absences and medical claims . ...cooviviiiiens 498 449
StOCK OPLiON EXPENSE .. v vvvvneerennnneenren e 204

Other liabilities and TESEIVES . . ..o cvervrrererei e 555 621
Net operating loss and R&D credits . ......oovvveereeerenrees 7,255 6,601
Valuation allOWANCE . ... vvvvvrneenenereanene s (445) (445)

23,715 19,055

Deferred tax liabilities:

Book over tax basis of fixed assets ........coceriiiiaieeen (1,253)  (2,408)

Book over tax basis of intangible assets. .......cooveiiiaeaenn (6,7949) _(5,799)
(8,047) _(8,207)

Net deferred taX @SSEt. .. ovev v enrnrnearvanaesesesneaecsc: $15,668 $10,848

The valuation allowance relates principally to deferred tax assets that we estimate may not be
realizable and consist of tax over book basis in affiliates. Based on management’s assessment, it is more
likely than not that the net deferred tax assets will be realized through future taxable earnings or
implementation of tax planning strategies.

At June 30, 2006, we have approximately $9,162,000 of state and $13,820,000 of federal net operating
losses that can be either carried back or carried forward for tax purposes. All of the state operating losses
are being carried forward. We are in the process of preparing the necessary amended tax return filings to
carry back approximately $9 million of federal operating losses to prior years. The benefit associated with
these losses of approximately $3 million is included in current deferred tax assets until such time that the
amended returns are filed. Certain limitations on utilization of the net operating loss carryforwards are
present and realization of a portion of the carryforwards is uncertain. These carryforwards expire in years
from 2013 through 2026.

The net deferred tax asset consists of the following at June 30:

2006 2005
(Dollar amounts
in thousands)

Current deferred tax asset .. ....oveeinr e e $ 3,824 $ 5,765
Noncurrent deferred tax asset. ......ouvonvroeceraneeeeenee 11,844 5,083
Total net deferred tax ASSEL . . .. vvvnevnenenreoraeencneens $15,668 $10,848
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11. INCOME TAXES (Continued)

The income tax provision (benefit) differed from the taxes calculated at the statutory federal tax rate

as follows:

2006 2005 2004

(Dollar amounts in thousands)
Taxes at statutoryrate ...................... ... .. $(5.295) $ (373) $ (9,775)
State income taxes. ............................. .. 387 150 (697)
Research and development credit .................. (381) (410 (652)
Goodwill ............... ... . 736 1,054
Other...........ooo (145) 186 (831)
Income tax benefit. ....................... ... ... .. 3(5472) $ (447) $(10,901)

During the third quarter of fiscal 2004, we recorded a $1,249,000 income tax benefit related to the
favorable settlement of a tax audit.

12.  ACCUMULATED COMPREHENSIVE INCOME (LOSS)

Accumulated other comprehensive income (loss) consists of the following as of June 30:

2006 2005
(Dollar amounts
in thousands)

Currency translation adjustment:

Beginning balance...................... ... .. . $ $ (46)
Currency translation adjustment. ........................ ... . 27
Liquidation of foreignentity ........................ ... . 73

Endingbalance......................... .. .. ... ... ...

Unrealized gain on derivative instrument (Note 2):

Beginning balance..................... ... .. 345 660
Change in derivative instrument........................ ... . (265)
Amortization to earnings. ................... ... ... 118 (50)
Endingbalance........................ ... .. ... .. ... 227 345
Accumulated comprehensive income—June 30............... $ 227 $ 345

|
|

During fiscal 2005, we liquidated a foreign entity and recorded $73,000 in currency translation
expense. In addition, we liquidated our derivative instrument, an interest rate swap arrangement during
fiscal 2005 and received $394,000 in cash. The market value of the interest rate swap arrangement as of the
date of liquidation included in accumulated other comprehensive income is being amortized over the
remaining life of the originally forecasted transaction.
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13. EARNINGS (LOSS) PER SHARE

The computation of basic and diluted loss per share is as follows:

2006 2005 2004
(Dollar amounts in thousands,
except per share data)

Numerator:
Net loss available to common shareholders ~ $ (10,102) § (650) $ (17,027)

Denominator:
Weighted average shares outstanding—

DASIC. + o e eeere e e 8,850,884 8,800,421 8,567,741
Effect of dilutive securities—common stock

OPHONS. . o vvevveeeieneneeeeeees — — —
Weighted average shares outstanding—

diluted.....oovvrei e 8,850,884 8,800,421 8,567,741
Net loss per share of common stock:

BASIC + v ovvveenenene e $ (114 $ (00 $ (199

Diluted ..o $ (1.14) § (0.07) $ (1.99)

Employee stock options totaling 126,399 shares for the year ended June 30, 2006, 146,620 shares for
the year ended June 30, 2005 and 239,350 shares for the year ended June 30, 2004 were not included in the
diluted weighted average shares calculation because the effects of these securities were antidilutive.

There were outstanding options to purchase common stock at prices that exceeded the average
market price for the statement of operations period. These options have been excluded from the
computation of diluted earnings (loss) per share and are as follows:

2006 2005 2004
Average exercise price per share ................ $ 2422 $ 2466 $ 2513
Number of Shares . .....vvvveieerenianaaeens 350,800 304,300 268,100

As discussed in Note 7, if the Convertible Senior Subordinated Notes are fully converted at the
conversion price of $25.90 per share, the Notes would convert into approximately 1,544,000 shares of our
common stock. The shares are not included in earnings per share as they are currently anti-dilutive until
earnings per share reach approximately $1.20 per share.

14. GUARANTEES, COMMITMENTS AND CONTINGENT LIABILITIES

Disclosures about each group of similar guarantees and commitments are provided below.

LEASE COMMITMENTS

We use various leased facilities and equipment in our operations. The terms for these leased assets
vary depending on the lease agreements. Aggregate rental expense under operating leases, principally for
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14.  GUARANTEES, COMMITMENTS AND CONTINGENT LIABILITIES (Continued)

office and manufacturing facilities, was $4,009,000 in 2006, $3,748,000 in 2005 and, $4,239,000 in 2004,
These operating leases include options for renewal. Annual minimum future rentals for lease commitments
are approximately $3,466,000 in 2007, $3,003,000 in 2008, $1,387,000 in 2009, 794,000 in 2010 and $448,000
in 2011 for an aggregate of $9,098,000 for the tive-year period. Minimum future rentals after 2011 total
$3,854,000.

PRODUCT WARRANTY LIABILITY

We warrant to the original purchaser of our products that we will, at our option, repair or replace,
without charge, such products if they fail due to a manufacturing defect. The term of these warranties
varies (30 days to 5 years) by product. We accrue for product warranties when, based on available
information, it is probable that customers will make claims under warranties relating to products that have
been sold, and a reasonable estimate of the costs can be made.

Our estimated product warranty liability for the years ended June 30 is as follows:

2006 2005
(Dollar amounts
in thousands)

Beginning balance ..., $2,510 $ 4,691
Current provisions, net................................_ (805) (702)
Expenditures and settlements................... ... ... " (741)  (1,523)
Adjustments ... &) 44
Ending balance......................... $ 927 $ 2510

The amount of $1,523,000 presented as “Expenditures and settlements” for fiscal 2005 includes
$1,036,000 related to the settlement of a lawsuit which occurred in the first quarter of fiscal 2005. “Current
provisions, net” include changes in estimates.

LEGAL

We record loss contingencies where appropriate within the guidelines established by FASB Statement
No. 5 “Accounting for Contingencies”. We are involved in several pending judicial proceedings for product
liability and other damages arising out of the normal conduct of our business. While the outcome of
litigation is subject to uncertainties, we believe, after consultation with counsel, that the outcome of these
proceedings, based on current available information and after taking into account the availability and
limits of our insurance coverage, will not have a material effect on our consolidated financial condition and
results of operations.

EXECUTIVE AGREEMENTS

We have agreements with certain executives which are designed to retain the services of key
employees and to provide for continuity of management in the event of an actual or threatened change in
control of the Company. Upon occurrence of a triggering event after a change in control, as defined, we
would be liable for payment of benefits under these agreements, to a maximum amount of $4,886,000. We
have by-laws and agreements under which we indemnify our directors and officers from liability for certain
events or occurrences while the directors or officers are, or were, serving at our request in such capacities,
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The term of the indemnification period is for the director’s or officer’s lifetime. We believe that any
obligations relating to this indemnification are predominantly covered by insurance subject to certain
exclusions and deductibles. Historically, we have not made payments under these executive agreements,
and no amount has been accrued in the accompanying consolidated financial statements.

BUSINESS PURCHASE AGREEMENTS

As part of the purchase of UST in May 2003, we are leasing UST’s Santa Fe Springs, California facility
and its Tecate, Mexico facility from affiliates of the sellers for five year terms. We are guaranteeing the
payments under the Tecate, Mexico lease. The lease commitment under the lease is included above. As
part of our restructuring plan for the Intersection Control segment discussed in Note 17, we are vacating
this facility and are attempting to sublet it.

INDEMNIFICATION OF LENDERS AND AGENTS UNDER CREDIT FACILITIES

Under our credit facilities, we have agreed to indemnify our lenders under such facilities against costs
or losses resulting from changes in laws and regulations which would increase the lenders’ costs, and from
any legal action brought against the lenders related to the use of loan proceeds. These indemnifications
generally extend for the term of the credit facilities and do not provide for any limit on the maximum
potential liability. Historically, we have not made any significant indemnification payments under such
agreements and no amount has been accrued in the accompanying consolidated financial statements with
respect to these indemnification guarantees.

BID AND PERFORMANCE BONDS

We have entered into bid and performance related bonds associated with various contracts. Potential
payments due under these bonds are related to our performance under the applicable contract. The total
amount of bid and performance related bonds that were available and undrawn was $3,028,000 as of
June 30, 2006. Historically, we have not made significant payments on bid and performance bonds, and no
amount has been accrued in the accompanying consolidated financial statements.

OTHER COMMITMENTS

We have standby letters of credit covering potential workers’ compensation liabilities. The total
standby exposure at June 30, 2006 was $1,144,000. We have included $971,000 in accrued liabilities for this
exposure as of June 30, 2006.

We have certain non-cancelable royalty agreements, which contain certain minimum payments in the
aggregate of $2,266,000 through fiscal year 2011. We have included $496,000 in accrued liabilities for this
exposure as of June 30, 2006.

15. SUPPLEMENTAL CASH FLOW STATEMENT DISCLOSURES

Cash paid for interest was $4,226,000 in 2006, $2,395,000 in 2005 and $2,049,000 in 2004. Net cash
received from income taxes was $774,000 in 2006 and $2,075,000 in 2005 and cash paid for income taxes
was $2,878,000 in 2004. We declared dividends that were payable at year end of $1,688,000 in 2006,
$1,595,000 in 2005 and $1,486,000 in 2004. In connection with the acquisition of Peek Traffic in
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December 2003, the purchase price for the net assets acquired included 180,723 shares of our common
stock, issued from Treasury Stock, valued at $4,430,000.

16. INDUSTRY SEGMENT INFORMATION

During the third quarter of fiscal 2006, we expanded the number of reportable segments from two to
three segments. The segment financial data presented herein has been restated to present our three
reportable segments—the manufacture and sale of products which Protect and Direct, the manufacture
and sale of products which Inform, and the manufacture and sale of Intersection Control products. The
primary product lines within the Protect and Direct segment include energy-absorbing products such as
crash cushions, truck-mounted attenuators, sand-filled barrels and barriers as well as highway delineators.
The products within this segment absorb and dissipate the force of impact in collisions between vehicles
and fixed roadside objects as well as prevent collisions and help to control the flow of traffic by directing or
guiding. The primary product lines within the Inform segment include highway advisory radio systems;
advanced sensing products which measure distance, count and classify vehicles; weather sensing systems
and other transportation equipment. The products within this segment provide information to prevent
collisions from occurring and to ease traffic congestion. The primary product lines within the Intersection
Control segment include intelligent intersection traffic control systems, pedestrian signals, video detection
equipment and other transportation equipment. The products within this segment control traffic and ease
traffic congestion, primarily related to intersections.

The majority of our sales of highway and transportation safety products are to distributors and
contractors who then provide product and services to federal, state and local governmental units. Qur
business is conducted principally in the United States, our country of domicile, with sales outside the
United States as follows: $21,821,000 in 2006, $19,111,000 in 2005 and $14,249,000 in 2004. Inter-company
sales between segments represented less than one percent of consolidated net sales in fiscal 2006, 2005 and
2004.

Our reportable segments are based on similarities in products and represent the aggregation of
operating units for which financial information is regularly evaluated in determining resource allocation
and assessing performance. We evaluate the performance of our segments and allocate resources to them
based on operating income as well as other factors. Operating income is determined by deducting
operating expenses from all revenues. In computing operating income, none of the following has been
added or deducted: unallocated corporate expenses, interest income or expense, other income or loss or
income tax provisions or benefits. Corporate assets consist primarily of cash and cash equivalents,
depreciable assets and income tax assets. Accounting policies for the segments are the same as those for
the Company.
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The following table presents financial information about reported segments as of and for the years
ended June 30, 2006, 2005 and 2004 comprising the totals reported in the consolidated financial

statements.
2006 2005 2004
(Dollar amounts in thousands)
Revenues:
Protect and DIrect . ..o oottt i $ 80,806 $ 73,575 $ 73,282
TN Orm .o e e 24,134 21,163 21,188
Intersection Control ... ...ttt 56,194 51,615 55,820
TOtal. oot e e $161,134 $146,353  $150,290
Depreciation and amortization:
Protect and DITeCt . . ..o ot $ 2601 $ 2737 $ 2,719
| 157 0 o o U U 746 792 859
Intersection Control ...... ... tterriin i 2,552 2,107 2,907
Total segment depreciation and amortization ............... 5,899 5,636 6,485
Unallocated corporate ...........oooiiiiiiiiiieeaiiin., 538 175 35
TOtal. e $§ 6437 $§ 5811 $ 6,520
Income (loss) before income taxes:
Protect and Direct . . ....ovvi it e $ 15,539 $ 14,859 $ 15,904
INfOrm .ot e 3,403 1,151 (7,926)(1)
Intersection Control . ....cooviviinii i (22,360)(2) _ (5,723)  (25,687)(3)
Total segment operating profit (loss)....................... (3,418) 10,287 (17,709)
Unallocated COrporate ............ccviuiiiinnniinieeannen. (7,510) (8,120) (7,893)
Total operating profit (loss).......... ...t (10,928) 2,167 (25,602)
Unallocated interestand other ................... ... ... (4,646) (3,264) (2,326)
0 R $(15,574) $ (1,097) $(27,928)
Identifiable assets:
Protect and Direct . v vvii et e $ 55,415 $ 52,204 $ 53,347
Inform ..o e 22,301 21,975 22,064
Intersection Control .......oiiiiiiiit i ittt 28,359 48,864 49,678
Total segment identifiable assets...................oo.... 106,075 123,043 125,089
Unallocated corporate ..., 19,128 13,747 14,793
TOtal. o oottt e $125,203 $136,790 $139,882
Capital expenditures:
Protect and DITeCt .« v oottt ettt $ 1,538 $ 1,593 $ 3,425
 F900) 1 RSO PU A 801 490 194
Intersection Control . ......ovuiniiin et 709 1,722 1,014
Total segment capital expenditures ........................ 3,048 3,805 4,633
Unallocated corporate ..o, 5
TOtal. . oottt $ 3,048 $ 3,805 $ 4,638

(1) Includes $9,865 in non-cash asset impairment charges.
(2) Includes $13,374 in non-cash asset impairment charges.
(3) Includes $22,735 in non-cash asset impairment charges.
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17.  RESTRUCTURING COSTS

The continued underperformance of the Intersection Control segment during fiscal 2006 resulted in
our decision to further rationalize that business and divest certain non-core product lines. On April 25,
2006, our Board of Directors approved a restructuring plan for our Intersection Control segment which is
comprised of the legacy operations of UST and Peek Traffic to reduce costs through the reduction of
overhead by closing two facilities and through the reduction of headcount.

Under the restructuring plan, we are divesting and discontinuing certain low-margin and non-core
product lines primarily manufactured in our leased facilities located in Tecate, Mexico and Santa Fe

lighting, illuminated street signs and in-ground loop detectors. We are in the process of moving the
remaining intersection control family of products, including traffic controllers, traffic signals and
pedestrian signals to our Palmetto, Florida and Bedford, Pennsylvania facilities. We are adopting an
outsourcing strategy for non-core manufacturing processes and will continue to assemble and test
products. We plan to close the facilitics in Santa Fe Springs, California and Tecate, Mexico by the end of
September 2006.

In connection with the restructuring plan, we recorded $5,775,000 in restructuring charges during
fiscal 2006, net of proceeds received on the sale of assets. The remaining cash portion of the plan is
currently estimated to be approximately $5 million, net of cash to be received on the disposal of assets,
consisting principally of approximately $2 million in employee severance and related benefit costs,
$2 million in facility exit costs, consulting expense and other related costs and $1 million in lease
obligations over the next two years. The remaining non-cash portion of the plan is currently estimated to
be approximately $3 million consisting of asset write-offs associated with inventory that no longer will be
part of our ongoing operations within the Intersection Control segment. We expect implementation of the
plan to be completed by the end of our fiscal 2007 second quarter.

Effective June 22, 2006, as part of the restructuring of the Intersection Control segment, we sold our
portable variable message sign, tunnel lighting and illuminated street sign product lines for cash of
$1,500,000. As the result of the sale of inventory, equipment, intellectual property, allocated goodwill,
contracts and orders, we recorded a loss of $3,449,000 included as part of restructuring costs in operating
income,

Activity related to the restructuring plan during fiscal year 2006 was as follows:

Costs Remaining  Total

Accrual Incurred Cash Accrual Expected Expected
Balance and other Proceeds Non-cash Balance Plan Plan
July 1, 2005 Adjustments {(Payments) Adjustments June 30, 2006 Costs Costs

(Dollar amounts in thousands)
Employee severance and related

benefits . . ........ .. ... ... .. $— $ 179 $ (179) $ — $ — $1,821 $ 2,000
Lease obligations .......... .. ... 90 (90) 972 1,062
Asset sales and write-offs .. ... .. .. 4,571 1,500 (5,908) (163) 3,452 8,023
Facility exit costs, consultants and

legal.................... .. .. 935 (601) (339 2,205 3,140

$5,775 $ 630 $(5,908) $(497) $8,450 $14,225

71

Employee severance and related benefits include severance pay, related benefits and retention
bonuses. Through June 30, 2006, the total workforce reduction associated with restructuring activities
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17. RESTRUCTURING COSTS (Continued)

initiated during fiscal 2006 included approximately 25 employees. We expect approximately 200 additional
employees to be included in the workforce reduction in fiscal 2007. The amounts accrued for related to the
restructuring plan as of June 30, 2006 are included in current liabilities.

18. LEGAL SETTLEMENTS

On May 30, 2006, we settled all outstanding litigation with the sellers of UST. The sellers paid us
$3 million in cash, and the parties agreed to waive all claims arising from the original purchase and related
agreements dated in May 2003. We also terminated some of these agreements and modified the terms of
the non-competition covenant with the sellers. Specifically, the sellers agreed to refrain from selling
uninterruptible power supply products for use in intersection control to the cities of New York and
Chicago until May 2008. We reaffirmed the $5 million subordinated note to the sellers, and we continue to
guarantee payments pursuant to the lease of the Tecate, Mexico facility. During the fourth quarter, we
recorded a gain of $2,348,000, net of legal and other directly related expenses of which $336,000 were
recorded in fiscal 2006 prior to the fourth quarter.

On September 23, 2005, we settled all claims arising from our 2003 acquisition of the Peek Traffic
business, by releasing all claims arising under the purchase agreement. As part of the settlement, the sellers
of that business paid us $627,000 in cash, net of legal expenses, and sold to us 150,603 shares of our
common stock that they initially acquired as part of the purchase price for $3,105,000, or $20.62 per share.
We had claimed damages from the sellers of the Peek Traffic business arising from the sellers’ breaches of
representations and warranties in the asset purchase agreement and from certain liabilities of the Peek
Traffic business that we did not specifically assume or were misrepresented to us.
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19. QUARTERLY FINANCIAL DATA (UNAUDITED)

Summarized unaudited quarterly financial data for years 2006 and 2005 follows:

Three months ended
9/30 12/31 3/31 6/30
(Dollar amounts in thousands, except per share data)

FISCAL 2006
Netsales..............c.oooiiiiiii . $39,391  $39,186 $37,470 $ 45,087
Grossprofit...............cooiiiiiii 10,946 11,214 11,050 14,829
Operating profit (1oss). . ................cooiin.., 1,627 488 (178)  (12,865)(1)
Net earnings (10ss). ..., .. 276 (383) (878) (9,117)(2)
Basic earnings (loss) pershare....................... .03 (.04) (.10) (1.03)(3)
Diluted earnings (loss) pershare..................... .03 (.04) (-10) (1.03)(3)
9/30 12/31 3/31 6/30
FISCAL 2005
Netsales..............ooooiiiiiiiiiiii .. $37,987  $33,447 $34952 $ 39,967
Grossprofit..............o i 11,272 8,707 12,013 14,497
Operating profit (10ss)...............ccooeiiii... 137 (873) (231) 3,134
Net earnings (10Ss)............cooiiiiiiiin..... (261)  (1,039) (741) 1,391
Basic earnings (loss) pershare....................... (.03) (.12) (.08) 16
Diluted earnings (loss) pershare..................... (.03) (.12) (.08) .16

(1) Includes non-cash asset impairment charges of $13,374.
(2) Includes non-cash asset impairment charges of $8,723, net of income tax benefits.

(3) Includes non-cash asset impairment charges of $0.98 per diluted share.
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Item9. Changes in and Disagreements with Independent Registered Public Accounting Firm on
Accounting and Financial Disclosures

None.

Item 9A. Controls and Procedures
(a) EVALUATION OF DISCLOSURE CONTROLS AND PROCEDURES

Our management, under the supervision of and with the participation of our Chief Executive Officer
and Chief Financial Officer, has evaluated the effectiveness of the design and operation of the Company’s
disclosure controls and procedures pursuant to Exchange Act Rules 13a-15(e). Based upon that
evaluation, our Chief Executive Officer and Chief Financial Officer concluded that solely as a result of the
material weakness in our controls over financial reporting as described below, our disclosure controls and
procedures were not effective as of the end of the period covered by this Annual Report 10-K, June 30,
2006. However, we performed analysis and other procedures to ensure that our consolidated financial
statements were prepared in accordance with accounting principles generally accepted in the United
States. Accordingly, management believes that (i) the financial statements filed fairly present in all
material respects the Company’s financial condition, results of operations and cash flow for the periods
presented, and (ii) this report does not contain any untrue statement of a material fact or omit a material
fact necessary to make the statements, in light of the circumstances under which such statements were
made, not misleading with respect to the period covered by this report.

(b) MANAGEMENT’S REPORT ON INTERNAL CONTROL OVER FINANCIAL REPORTING

Our management is responsible for establishing and maintaining adequate internal control over
financial reporting, as that term is defined in Exchange Act Rules 13a-15(f). Our internal control system
was designed to provide reasonable assurance to our management and Board of Directors regarding the
reliability of financial reporting and the preparation of financial statements for external purposes in
accordance with generally accepted accounting principles in the United States of America. Our
management, including the Chief Executive Officer and Chief Financial Officer, assessed the effectiveness
of our internal control over financial reporting as of June 30, 2006, based on criteria established in Internal
Control—Integrated Framework, issued by the Committee of Sponsoring Organizations of the Treadway
Commission (“COSO”).

Based on this assessment, management determined that a material weakness existed in our internal
controls over certain financial reporting controls as of June 30, 2006. Specifically, a number of control
breakdowns in the operations at two facilities within our Intersection Control segment comprised of U.S.
Traffic Corporation (UST) and Peek Traffic Corporation were identified. As further described in Note 17
to the consolidated financial statements, these two facilities in Santa Fe Springs and Tecate, Mexico will be
closed in connection with a restructuring plan approved in the fourth quarter of fiscal 2006. The control
breakdowns were noted in financial reporting, revenue, expenditures, inventory and capital assets, which
resulted in a few misstatements identified by our external auditors, Grant Thornton LLP. These
breakdowns in the control environment were attributed to the turnover of personnel within the accounting
department at these two facilities. Management has not identified a specific remediation plan, because
production at the facilities will cease by September 30, 2006. Management expects to vacate these facilities
in the second quarter of fiscal year 2007, which we expect will result in the remediation of this material
control weakness.

Management’s assessment of the effectiveness of the Company’s internal control over financial
reporting as of June 30, 2006 has been audited by Grant Thornton LLP, an independent registered public
accounting firm, as stated in their report which is included herein.




Limitation on the Effectiveness of Controls

Our management, including the Chief Executive Officer and Chief Financial Officer, does not expect
that our disclosure controls or our internal control over financial reporting will prevent all errors and all
fraud.

A company’s internal control over financial reporting is a process designed to provide reasonable
assurance regarding the reliability of financial reporting and the preparation of financial statements for
external purposes in accordance with generally accepted accounting principles. A company’s internal
control over financial reporting includes those policies and procedures that (i) pertain to the maintenance
of records that, in reasonable detail, accurately and fairly reflect the transactions and dispositions of the
assets of the company; (ii) provide reasonable assurance that transactions are recorded as necessary to
permit preparation of financial statements in accordance with generally accepted accounting principles,
and that receipts and expenditures of the company are being made only in accordance with authorizations
of management and directors of the company; and (iii) provide reasonable assurance regarding prevention
or timely detection of unauthorized acquisition, use, or disposition of the company’s assets that could have
a material effect on the financial statements.

Because of its inherent limitations, internal control over financial reporting may not prevent or detect
misstatements. Also, projections of any evaluation of effectiveness to future periods are subject to the risk
that controls may become inadequate because of changes in conditions, or that the degree of compliance
with the policies or procedures may deteriorate.

Further, the design of disclosure controls and procedures and internal control over financial reporting
must reflect the fact that there are resource constraints, and the benefits of controls must be considered
relative to their costs. Because of the inherent limitations in all control systems, no evaluation of controls
can provide absolute assurance that all control issues and instances of fraud, if any, within the Company
have been detected.

Remediation of the 2005 Material Weakness

As of June 30, 2005, we had concluded that we had a material weakness in internal controls over
certain Information Technology General Controls, including lack of (i) monitoring of information
technology managers who have full access to the application and underlying data, (ii) mechanisms to track
changes made to the application itself, and (iii) adequate security administration of users access to the
application.

During fiscal year 2006, we developed a comprehensive, detailed remediation plan to address the
material weakness described above. As of June 30, 2006, we completed the execution of our remediation
plan, and in our assessment have remediated this material weakness. Our remediation plan included the
following activities:

* We upgraded our primary information technology software to a more current version, which
allowed us to identify changes made to certain data within the software;

* We implemented mechanisms to track changes to the financial applications;

* We outsourced the management of the underlying data within our primary technology software to
limit information technology managers access to the underlying data; and

* We implemented control procedures to mitigate excessive access to the financial application.




Attestation of Registered Public Accounting Firm
REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

Board of Directors and Shareholders
Quixote Corporation

We have audited management’s assessment, included in the accompanying Management’s Report on
Internal Control Over Financial Reporting, that Quixote Corporation and subsidiaries did not maintain
effective internal control over financial reporting as of June 30, 2006, because of the effect of the material
weakness identified in management’s assessment, based on criteria established in Internal Control—
Integrated Framework issued by the Committee of Sponsoring Organizations of the Treadway Commission
(COSO0). Quixote Corporation’s management is responsible for maintaining effective internal control over
financial reporting and for its assessment of the effectiveness of internal control over financial reporting.
Our responsibility is to express an opinion on management’s assessment and an opinion on the
effectiveness of the company’s internal control over financial reporting based on our audit.

We conducted our audit in accordance with the standards of the Public Company Accounting
Oversight Board (United States). Those standards require that we plan and perform the audit to obtain
reasonable assurance about whether effective internal control over financial reporting was maintained in
all material respects. Our audit included obtaining an understanding of internal control over financial
reporting, evaluating management’s assessment, testing and evaluating the design and operating
effectiveness of internal control, and performing such other procedures as we considered necessary in the
circumstances. We believe that our audit provides a reasonable basis for our opinions.

A company’s internal control over financial reporting is a process designed to provide reasonable
assurance regarding the reliability of financial reporting and the preparation of financial statements for
external purposes in accordance with generally accepted accounting principles. A company’s internal
control over financial reporting includes those policies and procedures that (1) pertain to the maintenance
of records that, in reasonable detail, accurately and fairly reflect the transactions and dispositions of the
assets of the company; (2) provide reasonable assurance that transactions are recorded as necessary to
permit preparation of financial statements in accordance with generally accepted accounting principles,
and that receipts and expenditures of the company are being made only in accordance with authorizations
of management and directors of the company; and (3) provide reasonable assurance regarding prevention
or timely detection of unauthorized acquisition, use, or disposition of the company’s assets that could have
a material effect on the financial statements.

Because of its inherent limitations, internal control over financial reporting may not prevent or detect
misstatements. Also, projections of any evaluation of effectiveness to future periods are subject to the risk
that controls may become inadequate because of changes in conditions, or that the degree of compliance
with the policies or procedures may deteriorate.

A material weakness is a control deficiency, or combination of control deficiencies, that results in
more than a remote likelihood that a material misstatement of the annual or interim financial statements
will not be prevented or detected. Our assessment identified the following control weaknesses at the Santa
Fe Springs, California and Tecate, Mexico locations that in the aggregate constitute a material weakness in
the Company’s internal control over financial reporting:

(i) Misstatements identified during audit procedures

(ii) Insufficient personnel resources within the accounting and financial reporting function due to
staff turnover

(iii) Deficiencies in the analysis and reconciliation of general ledger accounts

(iv) Policies and procedures lacking for tracking and recording fixed assets




This material weakness was considered in determining the nature, timing, and extent of audit tests
applied in our audit of the June 30, 2006 financial statements, and this report does not affect our report
dated September 12, 2006 on those financial statements.

In our opinion, management’s assessment that Quixote Corporation and subsidiaries did not maintain
effective internal control over financial reporting as of June 30, 2006, is fairly stated, in all material
respects, based on criteria established in Internal Control—Integrated Framework issued by the Committee
of Sponsoring Organizations of the Treadway Commission (COSO). Also in our opinion, because of the
effect of the material weakness described above on the achievement of the objectives of the control
criteria, Quixote Corporation has not maintained effective internal control over financial reporting as of
June 30, 2006, based on criteria established in Internal Control—Integrated Framework issued by the
Committee of Sponsoring Organizations of the Treadway Commission (COSO).

We have also audited, in accordance with the standards of the Public Company Accounting Oversight
Board (United States), the consolidated balance sheet of Quixote Corporation and subsidiaries as of
June 30, 2006 and 2003, and the related consolidated statements of operations, shareholders’ equity, and
cash flows for the years then ended and our report dated September 12, 2006 expressed an unqualified
opinion on those financial statements.

/s/ GRANT THORNTON LLP

Chicago, Illinois
September 12, 2006

(c) CHANGES IN INTERNAL CONTROL OVER FINANCIAL REPORTING

There were changes in our internal control over financial reporting, as such term is defined in
Rules 13a-15(f) and 15d-15(f) under the Exchange Act during the fiscal quarter ended June 30, 2006 that
have materially affected, or are reasonably likely to materially affect, our internal control over financial
reporting. . During the fourth quarter of fiscal 2006, in conjunction with our remediation plan related to
our 2005 material weakness, we outsourced the management of the underlying data within our primary
technology software and implemented control procedure to mitigate excessive access to the financial
application. We completed our assessment over Information Technology General Controls and assessed
that our 2005 material weakness was remediated. During the fourth quarter of fiscal 2006, we also
identified a deterioration of the control environment at two facilities within our Intersection Control
segment further discussed above. However, in connection with this material weakness in internal control
over financial reporting, we performed additional analysis and other post-closing procedures, as described
above in Evaluation of Disclosure Controls and Procedures.




PART II1
Item 10. Directors and Executive Officers of the Registrant

Some of the information required in response to this item regarding Directors of the Registrant is set
forth in the sections “Audit committee financial expert”, “Information concerning nominees for director
and directors continuing in office” and “Compliance with Section 16 of the Securities Exchange Act of
1934” of the Registrant’s Definitive Proxy Statement for the Annual Meeting of Stockholders to be held on
November 16, 2006 to be filed with the Commission on or about September 29, 2006 and is incorporated
herein by reference.

In addition, the Company’s Code of Ethics that applies to the Registrant’s principal executive officer,
principal financial officer and principal accounting officer or controller, is posted on the Registrant’s
website at www.quixotecorp.com/investor/corpgovernance.asp.

The executive officers of the Company, their ages and offices held by each during fiscal 2006 are as
follows:

Leslie J. Jezuit. . .. ... 60 Chairman & Chief Executive Officer—Quixote Corporation
Daniel P. Gorey ..... Chief Financial Officer, Vice President & Treasurer—Quixote
55 Corporation
Joan R. Riley........ 53 Vice President, General Counsel & Secretary—Quixote Corporation

Mr. Jezuit joined the Company as President and Chief Operating Officer of Quixote Corporation in
1996. Prior to that time, Mr. Jezuit served as President and Chief Operating Officer of Robert Shaw
Controls Company. In October, 1999 Mr. J ezuit assumed the position of Chief Executive Officer and in
July 2001 was elected Chairman of the Board of Directors.

Mr. Gorey joined the Company as Manager of Corporate Accounting in July 1985. He was made
Controller of the Company in 1987, elected Vice President in 1994, and was elected Chief Financial
Officer and Treasurer in November 1996. In August 2001, Mr. Gorey was elected to the Board of
Directors.

Ms. Riley joined the Company as Assistant General Counsel and Assistant Secretary in 1991, was
clected General Counsel and Secretary in 1997 and a Vice President in 1999.

There is no family relationship between any of the officers described above.

None of the officers described above are party or otherwise involved in any legal proceedings adverse
to the Company or its subsidiaries.

Item 11. Executive Compensation

The information required in response to this item is set forth under the caption “Remuneration of
Directors and Executive Officers” of the Registrant’s Definitive Proxy Statement for the Annual Meeting
of Stockholders to be held on November 16, 2006 to be filed with the Commission on or about
September 29, 2006 and is incorporated herein by reference.

Item 12. Security Ownership of Certain Beneficial Owners and Management

The information required in response to this item is set forth under the caption “Stock Ownership of
Certain Beneficial Owners” of the Registrant’s Definitive Proxy Statement for the Annual Meeting of
Stockholders to be held on November 16, 2006 to be filed with the Commission on or about September 29,
2006 and is incorporated herein by reference.
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Item 13.  Certain Relationships and Related Transactions

The information required in response to this item is set forth under the caption “Certain Transactions
and Business Relationships” of the Registrant’s Definitive Proxy Statement for the Annual Meeting of
Stockholders to be held on November 16, 2006 to be filed with the Commission on or about September 29,
2006 and is incorporated herein by reference.

PART IV

Item 14.  Principal Accountant Fees and Services

The information required in response to this item is set forth under the caption “Audit and Other
Fees Paid to Grant Thornton LLP” of the Registrant’s Definitive Proxy Statement for the Annual Meeting
of Stockholders to be held on November 16, 2006 to be filed with the Commission on or about
September 29, 2006 and is incorporated herein by reference.

Item 15.  Exhibits and Financial Statement Schedule

Item Page Number in
Number This Report
(a).1. Financial Statements
Reports of Independent Registered Public Accounting Firm.................. 32-33
Consolidated Statements of Operations for the years ended June 30, 2006,
2005and 2004 ... 34
Consolidated Balance Sheets as of June 30,2006 and 2005.................. .. 35
Consolidated Statements of Shareholders’ Equity for the years ended June 30,
2006,2005and 2004 ... 36
Consolidated Statements of Cash Flows for the years ended June 30, 2006,
2005and 2004 ... 37
Notes to Consolidated Financial Statements ........................... 38-61
(a).2. Financial Statement Schedule

The financial statement schedule listed under Ttem 15(d) is filed as part of this annual report. All
other schedules have been omitted because the required information is included in the consolidated
financial statements or notes thereto or because they are not applicable or not required.

(b). Exhibits
* Management contract or compensatory plan or agreement

21 The Asset Purchase Agreement between Green Light Acquisition Company, U.S. Traffic
Corporation and Myers/Nuart Electrical Products, Inc. dated as of May 16, 2003, filed as
Exhibit 2.1 to the Company’s Form 8-K Current Report dated May 21, 2003 and filed on June 5,
2003, File No. 001-08123, and incorporated herein by reference.

22 The Asset Purchase Agreement dated December 10, 2003 between Vision Acquisition
Corporation, Peek Traffic, Inc. and Peek Traffic Systems, Inc., filed as Exhibit 2.1 to the
Company’s Form 8-K Current Report dated December 10, 2003 and filed on December 19,
2003, File No. 001-08123, and incorporated herein by reference.




3.(a) Restated Certificate of Incorporation as amended November 22, 2005 filed as Exhibit 3(a) to
the Company’s Form 10-Q Report for the quarter ended December 31, 2005, File
No. 001-08123, and incorporated herein by reference; Certificate of Designation, Preferences
and Rights of Series B Junior Participating Preferred Stock dated July 24, 1998, filed as
Exhibit 1 to the Company’s Form 8-A Registration Statement dated July 23, 1998, File
No. 001-08123, and incorporated herein by reference.

(b) Amended and Restated By-Laws of the Company as amended through January 24, 2006, filed as
Exhibit 3(b) to the Company’s Current Report on Form 8-K , File No. 001-08123, dated
January 26, 2006, and incorporated herein by reference.

4.(a) Rights Agreement dated as of J uly 24, 1998, between the Company and BankBoston, N.A, as
Rights Agent, filed as Exhibit 1 to the Company’s Form 8-A Registration Statement dated
July 23, 1998, File No. 001-08123, and incorporated herein by reference; Amendment to Rights
Agreement dated as of October 15, 2001, filed as Exhibit 4(a) to the Company’s Form 10-Q for
the quarter ended December 31, 2001, File No. 001-08123, and incorporated herein by
reference.

4.(b) Indenture dated as of February 9, 2005 between Quixote Corporation and LaSalle Bank
National Association, as Trustee, filed on February 10, 2005 as Exhibit 4(a) to the Company’s
Current Report on Form 8-K, File No. 001-08123, dated February 9, 2005, and incorporated
herein by reference.

4.(c) Form of 7% Convertible Senior Subordinated Note Due 2025, filed on February 10, 2005 as
Exhibit 4(b) to the Company’s Current Report on Form 8-K, File No. 001-08123, dated
February 9, 2005 and incorporated herein by reference.

4.(d) Registration Rights Agreement dated as of February 9, 2005 by and among Quixote
Corporation, and the Buyers as defined therein, filed on February 10, 2005 as Exhibit 4(c) to the
Company’s Current Report on Form 8-K, dated February 9, 2005, File No. 001-08123, and
incorporated herein by reference.

10(a) Amended and Restated Credit Agreement dated as of April 20, 2005 among Quixote

Corporation as the borrower (the “Borrower”) and LaSalle Bank National Association as lender
(the “Lender”); Revolving Loan Note dated April 20, 2005 from Borrower to the Lender; and
the following additional auxiliary documents all dated as of April 20, 2005: Reaffirmation and
Amendment of California Deed of Trust between Energy Absorption Systems, Inc. and Lender;
Reaffirmation and Amendment of Pennsylvania Mortgage between Nu-Metrics, Inc. and
Lender; Reaffirmation and Amendment of Alabama Mortgage between Energy Absorption
Systems (AL) LLC and Lender; Reaffirmation and Amendment of Security Agreement in favor
of the Lender by certain identified subsidiaries of the Borrower; Reaffirmation and Amendment
of Trademark Security Agreement in favor of Lender by Energy Absorption Systems, Inc.;
Reaffirmation and Amendment of Patent Security Agreement in favor of Lender by Energy
Absorption Systems, Inc.; and Reaffirmation and Amendment of Subsidiary Stock Pledge
Agreements in favor of Lender by the Company, Quixote Transportation Safety, Inc., TranSafe
Corporation and Energy Absorption Systems, Inc. filed as Exhibit 10(a) to the Company’s
Form 10-Q for the quarter ended March 31, 2005, File No. 001-08123, and incorporated herein
by reference.

(b)* 1991 Director Stock Option Plan, as amended through August 16, 2000, filed as Exhibit 10(b) to
the Company’s Form 10-K Report for the fiscal year ended June 30, 2000, File No. 001-08123,
and incorporated herein by reference.




(c)* 1993 Long-Term Stock Ownership Incentive Plan, as amended through August 16, 2000, filed as
Exhibit 10(c) to the Company’s Form 10-K Report for the fiscal year ended June 30, 2000, File
No. 001-08123, and incorporated herein by reference; Retirement Award Agreement dated as
of June 30, 1997 between the Company and Daniel P. Gorey, filed as Exhibit 10(d) to the
Company’s Form 10-K Report for the fiscal year ended June 30, 1997, File No. 001-08123, and
incorporated herein by reference; Retirement Award Agreement dated as of February 19, 1998
between the Company and Leslie J. Jezuit filed as Exhibit 10(a) to the Company’s Form 10-Q
Report for the quarter ended March 31, 1998 and incorporated herein by reference; Retirement
Award Agreement dated as of February 19, 1998 between the Company and Joan R. Riley, filed
as Exhibit 10(d) to the Company’s Form 10-K Report for the fiscal year ended June 30, 1998,
File No. 001-08123, and incorporated herein by reference.

(d)* 2001 Employee Stock Incentive Plan, as amended November 18,2004 and filed as Exhibit F to
the Company’s DEF Schedule 14A Proxy Statement, File No. 001-08123, filed on October 6,
2004 and incorporated herein by reference; Form of Employee Stock Option Agreement and
Form of Restricted Stock Award Agreement, filed as Exhibits 99(d) and 99(e), respectively, to
the Company’s Form S-8, File No. 333-120852, filed on November 30, 2004 and incorporated
herein by reference.

(e)* 2001 Non-Employee Directors Stock Option Plan as amended November 18, 2004 and filed as
Exhibit G to the Company’s DEF Schedule 14A Proxy Statement, File No. 001-08123, filed on
October 6, 2004 and incorporated herein by reference; Form of Director Non-Qualified Stock
Option Agreement filed on November 19, 2004 as Exhibit 10(c) to the Company’s Current
Report on Form 8-K, File No. 001-08123, dated November 18, 2004, and incorporated herein by
reference.

(f) Office Lease between the Company and TDC Canada, Inc. and Wacker GP, Inc. (collectively
“Landlord”) dated August 30, 2003, filed as Exhibit 10(f) to the Company’s Form 10-Q Report
for the quarter ended March 31, 2004, File No. 001-08123, and incorporated herein by
reference; First Amendment to Office Lease dated as of J uly 1, 2004 between the Company and
Landlord, filed herewith; Office Lease between Amberjack, Ltd. and Litigation Sciences, Inc.
dated July 2, 1990, filed as Exhibit 10(a) to the Company’s Form 10-Q Report for the quarter
ended December 31, 1993, File No. 001-08123 and incorporated herein by reference; First
Amendment to Office Lease between Amberjack Ltd. and Stenograph Corporation dated as of
June 23, 1994, filed as Exhibit 10(h) to the Company’s Form 10-K Report for the fiscal year
ended June 30, 1994, File No. 001-08123, and incorporated herein by reference; Lease
Agreement between TBC Place Partners, LLC and Highway Information Systems, Inc. dated
August 9, 1999, filed as Exhibit 10(d) to the Company’s Form 10-K Report for the fiscal year
ended June 30, 1999, File No. 001-08123, and incorporated herein by reference;
Office/Warehouse Lease dated August, 2002 between Teduke Investment Company c/o
Bakewell Corporation and Surface Systems, Inc., filed as Exhibit 10 (f) to the Company’s 10-K
Report for the fiscal year ended June 30, 2002, File No. 001-08123, and incorporated herein by
reference; Lease between Green Light Acquisition Company and Cambridge Real Estate
Corporation dated as of May 16, 2003, filed as Exhibit 10.7 to the Company’s Form 8-K Current
Report dated May 21, 2003 and filed on June 5, 2003, File No. 001-08123, and incorporated
herein by reference; Lease Contract between Quixote Safety Transportation Mexico S. de R. L.
C. V. and Intersection Development Corporation S. A. de C. V. dated as of May 16, 2003, filed
as Exhibit 10.8 to the Company’s Form 8-K Current Report dated May 21, 2003 and filed on
June 5, 2003, File No. 001-08123, and incorporated herein by reference; Lease dated
September 22, 2005 by and between Gulfcoast Property No. 1, LLC and Peek Traffic
Corporation filed as Exhibit 10(f) to the Company’s Form 10-Q Report for the quarter ended
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September 30, 2005, File No. 001-08123, and incorporated herein by reference; Lease
Addendum dated January 17, 2006 by and between Gulfcoast Property No. 1, LLC and Peek
Traffic Corporation filed as Exhibit 10(f) to the Company’s Form 10-Q for the quarter ended
December 31, 2005, File No. 001-08123 and incorporated herein by reference; Sublease dated
June 22, 2006 by and between U.S. Traffic Corporation and National Signal, Inc. filed herewith.

Letter Agreement dated December 15, 1995 between the Company and Leslie J. Jezuit, filed as
Exhibit 10(d) to the Company’s Form 10-Q Report for the quarter ended December 31, 1995,
File No. 001-08123, and incorporated herein by reference; Change of Control Agreements dated
December 1,1997 by and between the Company and each of Leslie J. Jezuit and Daniel P.
Gorey, filed as Exhibit 10(f) to the Company’s Form 10-Q Report for the quarter ended
December 31, 1997, File No. 001-08123, and incorporated herein by reference; Change of
Control Agreement dated December 1, 1997 between the Company and Joan R. Riley, filed as
Exhibit 10(f) to the Company’s 10-K Report for the fiscal year ended June 30, 1998, File

No. 001-08123, and incorporated herein by reference.

Asset Purchase Agreement made October 10, 1997, and effective October 1, 1997, by and
between Quixote Corporation, TranSafe Corporation, Roadway Safety Service, Inc.,
Momentum Management, Inc., and Fitch Barrier Corporation; Exclusive License Agreement
made October 10, 1997, and effective October 1, 1997, by and between Robert A. Mileti,
Roadway Safety Systems, Inc., Quixote Corporation and TranSafe Corporation; Consulting
Agreement made October 10, 1997, and effective October 1, 1997, by and between TranSafe
Corporation and E. Scott Walter, all filed as Exhibits 2.1, 2.2, and 2.3 to the Company’s
Form 8-K Report dated October 10, 1997, File No. 001-08123, and incorporated herein by
reference.

Subordinated Promissory Note of Green Light Acquisition Company dated as of May 16, 2003,
filed as Exhibit 10.2 to the Company’s Form 8-K Current Report dated May 21, 2003 and filed
on June 5, 2003, File No. 001-08123, and incorporated herein by reference.

Guaranties of Quixote Corporation to U.S. Traffic Corporation, Myers/Nuart Electrical
Products, Inc., Cambridge Leasing Corporation and Intersection Development Corporation S.
A. de C. V. dated as of May 16, 2003, filed as Exhibit 10.4 to the Company’s Form 8-K Current
Report dated May 21, 2003 and filed on June 5, 2003, File No. 001-08123, and incorporated
herein by reference.

Stockholders Covenant Not to Compete and Other Post-Asset Sale Obligations between Green
Light Acquisition Company and Raymond International W.L.L., Raymond Overseas Holding
Limited and Basil K. Vasiliou dated as of May 16, 2003, filed as Exhibit 10.10 to the Company’s
Form 8-K Current Report dated May 21, 2003 and filed on June 5, 2003, File No. 001-08123,
and incorporated herein by reference.

The OEM Supply Agreement between Green Light Acquisition Company and Myers Power
Products, Inc. dated as of May 16, 2003, filed as Exhibit 10.11 to the Company’s Form 8-K
Current Report dated May 21, 2003 and filed on June 5, 2003, File No. 001-08123, and

incorporated herein by reference.

Settlement Agreement dated May 30, 2006 by and among U.S. Traffic corporation, Quixote
Corporation, Myers America, Inc., Myers Power Products, Inc., Myers/NuArt Electrical
Products, Inc., Raymond International W.L.L., Raymond Overseas Holding, Limited and Basil
Vasilou, filed as Exhibit 10(u) to the Company’s Current Report on Form 8-K dated May 30,
2006, File No. 001-08123, and incorporated herein by reference.
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(n) Non-Competition Agreement dated December 10, 2003 between Vision Acquisition
Corporation, Peek Holding Corporation, Peek Corporation, Peek Traffic, Inc., and Peek Traffic
Systems, Inc. filed as Exhibit 10.5 to the Company’s Form 8-K Current Report dated
December 11, 2003 and filed on December 19, 2003, File No. 001-08123, and incorporated
herein by reference.

(o) Perpetual License Agreement dated December 10, 2003 between Peek Traffic, Inc., Peek
Traffic Systems, Inc. and Vision Acquisition Corporation filed as Exhibit 10.6 to the Company’s
Form 8-K Current Report dated December 11, 2003 and filed on December 19, 2003, File
No. 001-08123, and incorporated herein by reference.

(P) Asset Purchase Agreement dated June 22, 2006 by and between U.S. Traffic Corporation and
National Signal, Inc., filed herewith,

(q) Asset Purchase Agreement dated J une 30, 2006 between Data Transmission Network
Corporation and Surface Systems, Inc., filed herewith.

21. Subsidiaries of the Company
23. Consent of Grant Thornton LLP as an Independent Registered Public Accounting Firm
23.1 Consent of PricewaterhouseCoopers LLP as an Independent Registered Public Accounting Firm

31. Certifications of the Chief Executive Officer and Chief Financial Officer under Section 302 of the
Sarbanes-Oxley Act of 2002, filed herewith.

32. Certifications of the Chief Executive Officer and Chief Financial Officer under Section 906 of the
Sarbanes-Oxley Act of 2002, filed herewith.

Schedule:

II—Valuation and Qualifying Accounts and Reserves
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SIGNATURES

Pursuant to the requirement of Section 13 or 15(d) of the Securities Exchange Act of 1934, the
registrant has duly caused this report to be signed on its behalf by the undersigned, thereunder duly
authorized.

QUIXOTE CORPORATION
(Registrant)
Dated: September 12, 2006 By: /s/ Leslie J. Jezuit
Leslie J. Jezuit, Chief Executive Officer

Pursuant to the requirements of the Securities Exchange Act of 1934, this report has been signed
below by the following persons on behalf of the registrant and in the capacities and on the dates indicated.

SIGNATURE TITLE DATE
/s/ Leslie J. Jezuit Chairman and Director September 12, 2006
Leslie J. Jezuit (President, Chief Executive Officer)
/s/ Daniel P. Gorey Vice President, Chief Financial Officer, September 12, 2006
Daniel P. Gorey Treasurer and Director
/s/ Joan R. Riley Vice President, General Counsel September 12, 2006
Joan R. Riley and Secretary
/s/ James H. DeVries Director September 11, 2006

James H. DeVries

Js/ Lawrence C. McQuade Director September 11, 2006
Lawrence C. McQuade

/s/ Duane M. Tyler Director September 12, 2006
Duane M. Tyler

/s/ Robert D. van Roijen, Jr. Director September 11, 2006
Robert D. van Roijen, Jr.
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QUIXOTE CORPORATION AND SUBSIDIARIES
SCHEDULE II - VALUATION AND QUALIFYING ACCOUNTS AND RESERVES
For the years ended June 30, 2006, 2005 and 2004

Column A Column B Column C Column D(a) Column E
Additions
Balance at Charged to Balance at
Beginning of Costs and End of
Description Period Expenses Deductions Period
Reserve for Doubtful Accounts and Credit
Memos:
Year ended
June 30,2006............... .. ... ... ... $1,581,000  $693,000 $(458,000) $1,816,000
Year ended
June 30,2005............. ... ... .. $1,872,000  $647,000 $(938,000) $1,581,000
Year ended
June 30,2004, ............. ... $1,267,000  $686,000 $ (81,000) $1,872,000
NOTE:

(a) Column D represents accounts written off as uncollectible, net of collections on accounts previously
written off.




QUIXOTE CORPORATION AND SUBSIDIARIES
SUBSIDIARIES OF THE COMPANY
as of June 30, 2006

QUIXOTE CORPORATION (PARENT)

Quixote Transportation Safety, INC. . ......ovvnveriiirn e
TranSafe COrPOTAtION. . ... vvvvevvnnteunaeeneeen e
NU-MELTICS, INC. .+ v ve e et
Highway Information Systems, InC. ........oovvvvvennnnnerermerennnens
Surface SYStems, INC.. . ..o ovvvvnnnenrni e
Sensing Systems, Ltd. .....oooouiii e
U.S. Traffic COTPOration. . ... ..vvvnverunerennstenneratanecenreneees
Quixote Transportation Safety Mexico S. de R.L. deC Voo
Energy Absorption Systems, INC.. ....c.oniiiiinnnnnnnnneereeeenee
E-Tech Testing Services, INC.. ...« v vvvvniinnnrnieiener e
Spin-Cast Plastics, INC. ... vvvvreaenniiiiiireeeeee e
Energy Absorption Systems (Europe), InC.. ..o vvvvevneiiniiiieees
Quixote Transportation Safety (Asia Pacific) Pty Limited. . ...............
Quixote Asia Pacific, INC.......ovviniiniiiiiri e
Quixote Burope, INC.. ... ..vvvineiiiiii e
Energy Absorption Systems (AL) | ) O OO
Peek Traffic COTPOTALION . . ..\ o vvnevuevnarneee st

Quixote Traffic COrpOTation . .....c..vunrreaerneeemrnare e e
Quixote Transportation Technologies, INC.......o.vvvnreeeerreerneeeees
Quixote Foreign Sales COTPOTAtION ... ...ovvrenerernnrrern ererererrees
Quixote Latin American, INC. .......ooveiiu i

Quixote Middle East/Africa, INC. .......oovvneeriiiniiieneeeeeees

EXHIBIT 21

Jurisdiction
Under Which
Organized

Delaware
Delaware
Pennsylvania
Delaware
Missouri
United Kingdom
Delaware
Mexico
Delaware
Delaware
Indiana
Delaware
Australia
Delaware
Delaware
Delaware
Delaware

Delaware
Delaware
U.S. Virgin Islands
Delaware

Delaware

Quixote Transportation Safety, Inc., Quixote Traffic Corporation, Quixote Transportation
Technologies, Inc., Quixote Latin America, Inc., Quixote Middle East/Africa, Inc. and Quixote Foreign

Sales Corporation are wholly-owned by Quixote Corporation.

TranSafe Corporation, Surface Systems, Inc., U.S. Traffic Corporation, Peek Traffic Corporation and
Energy Absorption Systems, Inc. are wholly-owned by Quixote Transportation Safety, Inc.

All subsidiaries listed under TranSafe Corporation, Surface Systems, Inc., U.S. Traffic Corporation
and Energy Absorption Systems, Inc. are wholly-owned by those corporations.




EXHIBIT 31

CERTIFICATION PURSUANT TO SECTION 302
OF THE SARBANES-OXLEY ACT OF 2002
(Rule 13a-14(a) / 15d-14(a))
L, Leslie J. Jezuit, certify that:

1. I have reviewed this annual report on Form 10-K of Quixote Corporation (“the registrant™);

2. Based on my knowledge, this report does not contain any untrue statement of a material fact or
omit to state a material fact necessary to make the statements made, in light of the circumstances under
which such statements were made, not misleading with respect to the period covered by this report;

3. Based on my knowledge, the financial statements, and other financial information included in this
report, fairly present in all material respects the financial condition, results of operations and cash flows of
the registrant as of, and for, the periods presented in this report;

4, The registrant’s other certifying officer and I are responsible for establishing and maintaining

the registrant and have:

(a) Designed such disclosure controls and procedures, or caused such disclosure controls and
procedures to be designed under our supervision, to ensure that material information relating to the
registrant, including its consolidated subsidiaries, is made known to us by others within those entities,

(b) Designed such internal control over financial reporting, or caused such internal control over
financial reporting to be designed under our supervision, to provide reasonable assurance regarding the
reliability of financial reporting and the preparation of financial statements for external purposes in
accordance with generally accepted accounting principles;

(¢) Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented
in this report our conclusions about the effectiveness of the disclosure controls and procedures, as of the
end of the period covered by this report based on such evaluations; and

(d) Disclosed in this report any change in the registrant’s internal control over financial reporting
that occurred during the registrant’s most recent fiscal quarter (the registrant’s fourth fiscal quarter in the
case of an annual report) that has materially affected, or is reasonably likely to materially affect, the
registrant’s internal control over financial reporting; and

5. The registrant’s other certifying officer and I have disclosed, based on our most recent evaluation
of internal control over financial reporting, to the registrant’s auditors and the audit committee of the
registrant’s board of directors:

(a) Allsignificant deficiencies and material weaknesses in the design or operation of internal contro]
over financial reporting which are reasonably likely to adversely affect the registrant’s ability to record,
process, summarize and report financial information; and

(b) Any fraud, whether or not material, that involves management or other employees who have a
significant role in the registrant’s internal control over financial reporting,

Date:  September 12, 2006 /s/ Leslie J. Jezuit
Leslie J. Jezuit

President and Chief Executive Officer




EXHIBIT 31

CERTIFICATION PURSUANT TO SECTION 302
OF THE SARBANES-OXLEY ACT OF 2002
(Rule 13a-14(a) / 15d-14(a))

I, Daniel P. Gorey, certify that:
1. I have reviewed this annual report on Form 10-K of Quixote Corporation (“the registrant”);

2. Based on my knowledge, this report does not contain any untrue statement of a material fact or
omit to state a material fact necessary to make the statements made, in light of the circumstances under
which such statements were made, not misleading with respect to the period covered by this report;

3. Based on my knowledge, the financial statements, and other financial information included in this
report, fairly present in all material respects the financial condition, results of operations and cash flows of
the registrant as of, and for, the periods presented in this report;

4. The registrant’s other certifying officer and 1 are responsible for establishing and maintaining
disclosure controls and procedures (as defined in Exchange Act Rules 13a-15(¢) and 15d-15(e)) and
internal control over financial reporting (as defined in Exchange Act Rules 13a-15(f) and 15d-15(f)) for
the registrant and have:

(a) Designed such disclosure controls and procedures, ot caused such disclosure controls and
procedures to be designed under our supervision, to ensure that material information relating to the
registrant, including its consolidated subsidiaries, is made known to us by others within those entities,
particularly during the period in which this report is being prepared;

(b) Designed such internal control over financial reporting, or caused such internal control over
financial reporting to be designed under our supervision, to provide reasonable assurance regarding the
reliability of financial reporting and the preparation of financial statements for external purposes in
accordance with generally accepted accounting principles;

(c) Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented
in this report our conclusions about the effectiveness of the disclosure controls and procedures, as of the

end of the period covered by this report based on such evaluations; and

(d) Disclosed in this report any change in the registrant’s internal control over financial reporting
that occurred during the registrant’s most recent fiscal quarter (the registrant’s fourth fiscal quarter in the
case of an annual report) that has materially affected, or is reasonably likely to materially affect, the
registrant’s internal control over financial reporting; and

5. The registrant’s other certifying officer and I have disclosed, based on our most recent evaluation
of internal control over financial reporting, to the registrant’s auditors and the audit committee of the
registrant’s board of directors:

(a) All significant deficiencies and material weaknesses in the design or operation of internal control
over financial reporting which are reasonably likely to adversely affect the registrant’s ability to record,
process, summarize and report financial information; and

(b) Any fraud, whether or not material, that involves management or other employees who have a
significant role in the registrant’s internal control over financial reporting.

Date: September 12, 2006 /s/ Daniel P. Gorey

Daniel P. Gorey
Vice President, Chief Financial Officer and Treasurer
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EXHIBIT 32
CERTIFICATIONS PURSUANT TO 18 U.S.C. SECTION 1350

In connection with the annual report of Quixote Corporation (the “Company”) on Form 10-K for the
Annual Period ended June 30, 2006, as filed with the Securities and Exchange Commission on the date
hereof (the “Report”), each of the officers of the Company certifies, pursuant to 18 U.S.C. Section 1350, as
adopted pursuant to Section 906 of the Sarbanes-Oxley Act of 2002, that, to such officer’s knowledge:

1. The Report fully complies with the requirements of Section 13(a) or 15(d) of the Securities Exchange
Act of 1934; and

2. The information contained in the Report fairly presents, in all material respects, the financial
condition and results of operations of the Company.

Date: September 12, 2006 /s/ Leslie J. Jezuit
Leslie J. Jezuit, Chief Executive Officer

Date: September 12, 2006 /s/ Daniel P. Gorey
Daniel P. Gorey, Chief Financial Officer

The foregoing certification is being furnished solely pursuant to 18 U.S.C. Section 1350 and is not
being filed as part of the Report or as a separate disclosure document.







Financial Highlights
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Dollar amounts in thousands, except share data 2006 2005 X 2003 2002
Operating Results:

Net sales $ 161,134 $ 146,353 $ 150,290 $ 114,310 $ 89,694
Gross profit 48,039 46,489 47,303 46,240 35,932
Selling and administrative expenses 37,681 40,057 36,700 28,730 23,975
Research and development expenses 5,958 5,391 3,605 2,356 2,468
Operating profit {loss) (10,928)" 2,167 (25,602)® 15,154 9,489
Other income (expense) (4,646) (3,264) (2,326) (802) (276)
Earnings (loss) from continuing operations (10,102)® (650) (17,027)# 9,472 5,897
Net earnings {loss) (10,102)% (650) (17,027)# 9,472 6,824
Cash dividends per common share 37 .36 .34 33 32

Per Share Data:

Basic EPS:
Earnings (loss) from continuing operations $ (1.14® $  (0.07) $ (199 § 1.21 $ 77
Net earnings (loss) $ (1149 § (0.07) $ (1.99¢ $ 1.21 $ .89
Weighted average common shares outstanding 8,850,884 8,800,421 8,567,741 7,847,169 7,682,706
Diluted EPS:
Earnings (loss) from continuing operations $ (1.14® $ (0.07) $ (199° § 1.17 $ 73
Net earnings {loss) $ (114® $§  (0.07) $ (1.99¢ $ 1.17 $ .84
Weighted average common and common

equivalent shares outstanding 8,850,884 8,800,421 8,667,741 8,062,397 8,121,621

Financial Position:

Total assets $ 125,203 $ 136,790 $ 139,882 $ 150,825 $ 100,044
Working capital 43,781 42,933 39,973 36,089 30,923
Property, plant and equipment, net 19,535 25,008 27,5612 26,237 21,959
Long-term debt, net of current portion 51,122 49,587 47,014 39,789 24,772
Shareholders” equity 48,946 61,846 63,907 75,555 59,226
Book value per common share 5.50 6.96 7.30 9.10 7.62

(

Includes non-cash asset impairment charges of $13,374.
¢

5

Includes non-cash asset impairment charges of $32,600.
3

Includes non-cash asset impairment charges of $8,723, net of income tax benefits.

“ \ncludes non-cash asset impairment charges of $21,266, net of income tax benefits,

and an income tax benefit of $1,249 related to the favorable settlement of a tax audit.
{

a

Includes non-cash asset impairment charges of $0.98 per diluted share.
|

o2

Includes non-cash asset impairment charges of $2.48 per diluted share and $0.14 per
diluted share related to the favorable settlement of a tax audit.




Dear Shareholder

Fiscal 2006 was challenging, but
noteworthy. During the year we made
significant progress to improve our
financial performance. I am pleased that
overall, Quixote’s operating results
improved markedly. Net sales increased
to $161.1 million, 10% more than 2005,
and two of our three business segments
achieved record sales. We also continued
our strong international momentum,
achieving our fourth consecutive year

of record international sales.

Despite these solid operating results,

we reported a loss for the year. Several
special items impacted our overall
financial performance. They included a
restructuring charge of $5.8 million and a
$13.4 non-cash impairment charge, both
related to the restructuring initiative at
our Intersection Control Group, as well
as net gains totaling $3.8 million from
cash settlements with the sellers of U.S.
Traffic and Peek Traffic and a sale of
assets in our Inform Group. In fiscal
2005, we recorded gains on the sale of
assets totaling $1.1 million. Including
these special items, we reported an
operating loss of $10.9 million and a net
loss of $10.1 million, or $1.14 per
diluted share, for fiscal 2006 compared
to operating profit of $2.2 million and a
net loss of $650,000, or $0.07 per diluted
share, for fiscal 2005. Excluding special
items, the Company would have reported
operating profit of $4.4 million for fiscal
2006 compared to operating profit of

$1 million in fiscal 2005.

While the financial results for fiscal 2006
are disappointing, we are optimistic as we
move into fiscal 2007. The pressures that
adversely affected our profitability for

the past two years have declined consider-
ably. The market uncertainty caused by

During the year we made significant progress

to improve our financial performance, and we are

optimistic as we move into fiscal 2007.

the unprecedented delay in enacting a
new federal transportation funding bill
was addressed by passage of a $286
billion funding bill last August. The
increased sales in all three of our business
segments is an encouraging indicator that
funds are starting to flow for transporta-
tion projects. This new federal funding
coincides with improved state and local
budgets, helped by rising tax revenues,
that should allow states to match federal
funding and municipalities to allocate
funds for traffic projects. And in April,
we announced a major restructuring of
our Intersection Control Group, whose
underperformance has affected our
profitability. Since then, we have made
significant progress in streamlining that
operation and restoring it to profitability.

Our strategy going forward for all three
of our business segments will be to focus
on product lines where we see the best
opportunities for accelerated growth,
continue our international expansion
and improve operating efficiencies.

The restructuring of our Intersection
Control Group is key to that strategy.

In our Protect and Direct Group, we will
continue to concentrate on developing
innovative products to maintain our
market and technical leadership position
in the world-wide highway safety market
and to explore new security applications
for our crash cushion and impact
attenuator products. Within our Inform
Group, we will continue to develop
technologically-advanced products with

a special emphasis on integrated systems
to solve specific problems for our

customers. We are and will continue to

be the “one-stop shop” for transportation
safety with the most extensive array of
products to manage congestion, increase
the safety of our roads and provide
motorists and transportation departments
with the up-to-the-minute information
they need to make informed and intelli-
gent travel and traffic decisions.

We are pleased that each of Quixote’s
business groups contributed to our
strategic plan in 2006:

Protect and Direct Group

Sales for our Protect and Direct Group
increased to a record $80.8 million,

10% more than 2005. Most major
product lines, particularly truck-mounted
attenuators, delineators and permanent
crash cushions saw an increase in sales.
We were very pleased by this upturn in
orders and sales which appear driven by
the benefits of the new transportation
funding bill.

One of the major accomplishments for
this Group in 2006 was the completion of
the $1.3 million Red River Bridge project.
This project involved the installation of
our FreezeFree® anti-icing system across
the six-lane bridge connecting Fargo,
North Dakota to Moorhead, Minnesota.
The installation involved over 70 spray
nozzles, multiple pavement sensors, two
RWIS stations and three video cameras.
This was our largest FreezeFree project to
date and is a dramatic example of the
capability of this product to keep roads
and bridges ice-free.




This Group’s newest products all have
enjoyed very successful market introduc-
tions, often exceeding our internal sales
targets. One of them, the compact,
lightweight and economical Quest® crash
cushion, can be literally lifted, trans-
ported and dropped into place for fast
and easy installation, fully assembled.
This product meets both U.S. and
European standards, and we expect it to
be popular with both our domestic and
international customers. Another new
product, the SST™ truck-mounted attenu-
ator, is an innovative, trailer-mounted
TMA that can be quickly and easily
unhitched from one vehicle to another,
resulting in more rapid deployment and
lower operating costs for the customer.
Both of these products demonstrate our
ongoing initiative to keep our impact
attenuator technology at the leading edge.

Inform Group

The Inform Group product offerings
consist of our advanced sensing products
that count and classify vehicles and
measure distances; our weather sensing
networks; and our highway advisory
radio transmitting systems. Sales in 2006
increased 14% to a record $24 million
and operating profit doubled. We expect
this Group will continue to be our fastest-
growing business segment since many of
its products address traffic problems that
have funds earmarked in the new trans-
portation funding bill.

This Group enjoyed robust sales of

both its core product lines as well as its
newer technologies. Sales of highway
advisory radio systems and weather
sensing systems were particularly strong.

In addition, this Group introduced a
number of new products, including an
improved portable traffic analyzer sensor

for traffic studies. Easily installed on a
roadway surface, the NC-200 sensor can
count and classify vehicles and speeds,
providing departments of transportation
with valuable traffic data in order to
analyze traffic patterns and better manage
traffic flow and conditions.

At the close of the fiscal year, we sold
the weather forecasting portion of this
segment to Data Transmission Network
Corporation (DTN) for $1.9 million.
The sale allows this Group to concentrate
on building systems that integrate the
hardware and operational software of its
weather tower and data collection equip-
ment. So that we can continue to offer
our customers a full suite of solutions,
we entered into a cooperative marketing
arrangement with DTN that allows us to
offer DTN’s forecasting services with our
system sales, if required by the customer.

Intersection Control

In April we announced a major restruc-
turing of our Intersection Control Group.
We have made good progress in executing
our plan and restoring this business
segment to profitability. As part of the
plan, we are on-track to stop production
at both our Santa Fe Springs, California

and Tecate Mexico facilities by the end
of the fiscal 2007 first quarter, consoli-
dating operations in our Palmetto, Florida
and Bedford, Pennsylvania facilities.

As part of our restructuring, we sold non-
core products lines that were not critical
to traffic monitoring and intersection
control. These products included our
portable variable message signs, tunnel
lighting and back-lit street signs. We will
now focus on our traffic controllers and
detectors, traffic and pedestrian signals,
tolling products, battery back-up systems
and software solutions. This allows us to
take advantage of the technological trends
in this business to LED signals from
incandescent bulbs, the increasing interest
in battery back-up systems to keep traffic
signals operating during power outages
and the move to open road (non-stop)
tolling systems. We expect to be substan-
tially completed with the restructuring in
the second quarter of fiscal 2007.

Despite the challenges of our restruc-
turing program, sales for this segment
increased to $56 million, up 9% from a
year ago. And just as important, we
won several large orders in fiscal 2006.
The City of Chicago selected us to
provide battery back-up systems for

International sales increased 14%
for the year to $21.8 million, our fourth

record year in a row.




I strongly believe that we have the
foundation and strategy in place to

achieve our goals.

approximately 800 new and existing
traffic intersections. Our Powerback™
battery back-up product can operate
LED traffic signals after a power outage
for up to 24 hours. We also received a
significant order from the City of Los
Angeles as part of that City’s conversion
to “count-down” pedestrian signals.
These signals tell a pedestrian how much
time is left to cross an intersection by
showing the number of flashes left before
the light changes to red. Opportunities
such as these give us confidence in this
business going forward.

International

One of our major strategic initiatives
over the past several years has been to
decrease our dependence on federal
funding here in the U.S. by increasing
our international presence. We are pleased
that our efforts are working as more and
more countries seek solutions to manage
congestion and improve road safety.
International sales increased 14% for
the year to $21.8 million, the fourth
record year in a row. Although our

Protect and Direct products account

for about 70% of our international sales,
we saw good growth in sales of our
Intersection Control products in Latin
America and Europe. We are targeting
$25 million in international sales this
year and if we achieve that goal, as we
expect, we will meet our target of an
annualized 15% growth rate.

Our Commitment

As this Annual Report went to press,

the National Highway Traffic Safety
Administration released its report for
2005 that showed traffic deaths reaching
the highest level since 1990. Some 43,443
people were killed on U.S. highways in
2005 with the fatality rate increasing for
the first time since 1986. This is unac-
ceptable. As the number of cars increase
on our roadways, our Company must
continue to find ways to offer products
and systems that make our roads safer,
provide motorists with better, timelier
information and equip departments of
transportation with the tools they need
to analyze and respond quickly to

traffic problems.

We remain committed to delivering results
that meet the long-term expectations of
our shareholders. I strongly believe that
we have the foundation and strategy in
place to achieve our goals. There are
Company-wide advantages that we have
achieved over the years that will help us
succeed. They are our technical innova-
tion and market leadership, our strong
distribution network, our seasoned
management team and our dedicated
employees. [ am excited and energized by
the many opportunities in our market as
we enter our new fiscal year.

This past year we lost one of our most
loyal and dedicated supporters. In March,
Bill Fowler, a director of the Company
for over 30 years, passed away. For

Bill, “making the world a safer place to °
travel®” was not a slogan, but an expres-
sion of Quixote’s mission and purpose.
All of us at Quixote are proud to reaffirm
that commitment to all of you.

Folee e/
s

Leslie J. Jezuit

Chairman and Chief Executive Officer

William G. Fowler
1928-2006

Our dedicated director, trusted advisor and
cherished friend for over 30 years.




The Groundhog® Traffic Analyzer and Quixote’s.
other advanced sensing products provide accurate
and essential traffic data, such as traffic volume,
vehicle speeds and road conditions tor effectlve
traffic analysis, control and management.‘




Quixote’s Powerback™ uninterruptible
power supply system keeps traffic
signals operating at intersections during
a power outage or interruption.

POWER
OUTAGES
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Jur Products

rotect and
Jirect Group

QuadGuard® Famiiy
Energy-absorbing crash
cushions, some with reusable
cylinders, that cushion road-
side hazards including toll
booths and obstructions in
work zones.

Quest® Family
Energy-absorbing economical
crash cushions, designed

for low impact areas, that are
available already assembled
for fast and simple on-site
installation.

TMA™ Family
Truck-mounted attenuators
that are designed to reduce
the severity of rear-end
coltisions with work vehicles.

Energite System® and
Universal Module®

One or two-piece sand-filled
energy-absorbing crash
cushions that cushion
roadside hazards on roads
and in work zones.

REACT 3500 Family
Energy-absorbing crash
cushions with reusable
cylinders that cushion
roadside hazards, including
overpass pillars, on roads
and in work zones.,

Triton Barrier®

Portable plastic barrier with
internal steel frame which

is easily filled with water
on-site for the protection of
work crews, motorists, pedes-
trians and other travelers.

StopGate®

Crashworthy positive barrier
arm for use at railroad
crossings, toll roads and as
security for access ways,
driveways and parking lots.

CushionWall®
Energy-absorbing longitudinal
wall that cushions roadside
hazards inciuding concrete
walls and severe highway
curves.

BarrierGate®

Wireless, remote-activated
automatic or manual sliding
gate for controlled access
through concrete median
barriers by authorized vehicles
such as ambulances and law
enforcement vehicles.

FreezeFree® System
Automatic computer-controlied
or manual anti-icing system
that dispenses deicing liquids
in advance of ice formation on
bridges, roads and overpasses.

Safe-Hit® Fiexible
Guideposts and Channelizers
Flexiblte directional and
delineator posts which return
to their upright position after
impact and are used for
permanent and temporary

road installations and other
applications such as parking
lots and bicycle paths. The
Retractor® model can be raised
or lowered to ground level
from a remote location.

Glare Screen Systems
Devices mounted on median
barriers to eliminate headlight
glare from oncoming traffic.




Inform Group
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Intersection
Control Group

Pedestrian Signals

LED and incandescent
pedestrian signals, including
countdown signals that
display the number of
"flashes” remaining before
the signal changes.

Highway Advisory Radio
Highway advisory radio
transmitting systems that
can be permanently installed
near roadways or mounted
on trailers to provide
motorists with messages
about traffic or emergency
conditions via AM radio.

RWIS

Road Weather Information
Systems (RWIS) equipped
with sensors such as the
FP2000® and Sensit® sensors
for remote monitoring of
atmospheric and pavement
weather conditions.

Nitestar® Distance
Measuring Instrument
In-vehicle dashboard
mounted electronic device
that measures distance for
traffic surveys and road
applications, including the
placement of mile markers,
signs and reflectors.

Hi-Star® Traffic
Counter/Classifier
Wireless, portable traffic
analyzer to count, classify
and record vehicle speed
for traffic analysis and
traffic flow studies.

Inductive Loop Detector
In-pavement detector that
detects the presence of
vehicles at intersections
and notifies the traffic
signal controller to change
the signals accordingly.

PowerBack™
Uninterruptible

Power Source

Power supply system with
battery backup that keeps
a lighted intersection
operating either normally
or in flash mode during a
power interruption.

Traffic Signals

LED and incandescent traffic
lights and lane use signals
for intersection operations.

Traffic Controllers

and Detectors

Devices that control traffic
signal operations either

with preset timers or with
detectors that enable the
signals to change in response
to variations in traffic.

UniTrak® Video

Detection Solution

A cost-effective, accurate
traffic detection system
comprised of a single camera,
software and image-processing
circuitry that allows traffic
authorities to monitor and
manage traffic flow from a
remote traffic control location.

SmartToll™ System

A single or multilane automatic
data collection system that
classifies vehicles for tolling
applications by analyzing
vehicle characteristics such as
the number of axles, vehicle
length, tire width and speed.

IntelliZone® System
Integrated safety solutior
designed to provide
motorists with real-time
information using data
from traffic and weather
sensors to automatically
provide information to
motorists on variable
message signs, highway
advisory radios and
websites.

Groundhog® Traffic
Analyzer

Wireless, permanent
in-pavement traffic
monitoring sensor that
measures traffic volume,
speed, pavement
temperature and road
conditions to improve
traffic flow.




Quixote pioneered the concept of life-saving,
energy-absorbing crash cushions over 37 years
ago. We continue to take our roadway safety
products to higher levels of performance

and convenience, most recently with the new
Quest® crash cushion designed for fast, easy
installation at permanent and work-zone sites.




